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LETTER  OF  TRANSMITTAL 


February  11,  1926 

To  the  Senate  and  Assembly  of  the  State  of  New  York: 

The  report  we  are  submitting  to  you  herewith  may  be  viewed 
as  an  essential  preliminary  to  any  sound  study  of  retrenchment. 
It  analyzes  the  increasing  expenditures  of  the  state,  indicates  the 
functions  of  the  state  government  in  which  the  major  increases 
occur,  and  reviews  the  historic  causes  of  these  increases.  Inas¬ 
much  as  the  degree  of  necessity  for  retrenchment  in  expenditures 
is  to  some  extent  dependent  upon  the  taxable  resources  of  the 
state,  the  report  also  deals  with  the  relation  between  the  increasing 
wealth  of  the  people  of  New  York  and  the  increasing  tax  burden. 

Because  of  the  diverse  nature  of  the  matters  which  we  have 
investigated  during  the  past  year,  we  are  submitting  our  report 
in  three  sections.  The  other  two  sections  will  deal  with  the  debt 
of  the  state  and  with  the  gasoline  tax  respectively. 

(Signed) 

Seabury  C.  Mastic k,  Chairman. 

Ernest  E.  Cole. 

Perley  A.  Pitcher. 

Thomas  ,1.  Sheridan. 

F.  Trubee  Davison,  Vice-Chairman. 

Charles  A.  Freiberg. 

Walter  L.  Pratt. 

John  H.  Conroy. 
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CHAPTER  I— SUMMARY  OF  IMPORTANT  FACTS  AND 
CONCLUSIONS  CONCERNING  STATE  ACTIVITIES, 
EXPENDITURES  AND  TAX  BURDEN 


The  Increasing  Cost  of  State  Government  a  Subject  of  Constant 
Criticism 

The  increasing  expenditures  of  the  state  governments  during 
recent  years  is  now  one  of  the  vital  issues  discussed  by  editors, 
publicists,  and  after-dinner  speakers ;  by  conferences  of  manufac¬ 
turers,  real  estate  owners,  and  civic  associations  of  various  kinds. 
No  branch  of  the  subject  has  escaped  searching  scrutiny  and  criti¬ 
cism.  We  are  told  that  the  per  capita  load  of  taxes  laid  upon  the 
people  for  the  support  of  state  government  has  grown  so  rapidly 
in  recent  years  that  it  has  become  a  ruinous  burden  upon  the  in¬ 
dividual  citizen.  It  is  alleged  that  state  expenditures  have  in¬ 
creased  more  rapidly  than  the  income  of  the  people  and  threaten, 
if  the  present  rate  of  increase  continues,  to  consume  the  total 
annual  substance  of  the  taxpayers  at  no  distant  date.  “Taxation 
is  increasing  much  more  rapidly  than  wealth  itself,”  declares  the 
former  governor  of  a  great  state.  “Some  way  must  be  found  to 
create  an  intelligent  and  genuine  public  opinion  upon  the  danger 
we  face  in  the  rapidly  increasing  cost  of  government  or  we  shall 
awaken  too  late  to  the  menace  of  more  and  more  burdensome 
taxation.  .  .  .  History  teaches  us  that  one  of  the  most  fruitful 
causes  for  the  downfall  of  nations  has  been  the  increasing  cost 
of  government  until  it  became  too  great  to  be  borne  by  the  peo¬ 
ple.  ”  A  prominent  newspaper  publishes  a  cartoon  portraying 
the  modern  business  man  with  his  pockets  turned  inside  out  by 
taxation,  exclaiming  with  his  hands  up,  “Oh,  Trotsky,  where  is 
thy  sting!”  A  leading  real  estate  authority  in  New  York  City 
protests  that  land  and  improvements  are  so  loaded  with  taxation 
that  neither  the  owners  nor  the  tenants  can  stagger  under  the 
burden  much  longer.  An  eminent  specialist  in  marketing,  in 
tracing  the  ills  of  agriculture  to  their  source,  finds  among  the  three 
principal  .grievances  of  the  farmer:  “High  taxes  that  are  out  of 
proportion  to  his  ability  to  pay.”  Writers  none  too  careful  in 
their  statements  repeatedly  assert  that  a  substantial  part  of  un¬ 
doubted  increase  in  state  and  local  taxes  is  due  to  the  wasteful¬ 
ness  and  extravagance  of  public  authorities.  In  a  magazine  pub¬ 
lished  by  one  of  the  greatest  manufacturers  in  the  country  we 
read:  “If  the  members  of  state  legislatures  and  municipal  coun¬ 
cils  had  been  chosen  exclusively  from  lunatic  asylums  they  might 
have  spent  more.  Yet  they  could  not  have  spent  much  more  be¬ 
lli] 
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cause  they  could  not  have  got  much  more  to  spend.  The  gen¬ 
tlemen  whom  we  elected  to  office  raised  all  they  could  by  tax¬ 
ation.  7  7  Other  writers  ascribe  the  evils  they  lament  to  an  in¬ 
satiable  bureaucracy  of  state  officials  who  absorb,  largely  for  their 
own  benefit,  an  ever  increasing  proportion  of  the  people’s  sub¬ 
stance.  Perhaps  more  frequently  employed  is  the  declaration 
that  the  rising  costs  of  state  government  are  due  to  the  propensity 
of  the  legislature  to  invade  the  domain  of  private  business  with 
unnecessary  regulations,  and  to  adopt  “fads  and  frills”  without 
any  warrant  or  common  sense.  Finally,  the  argument  is  re¬ 
peatedly  advanced  that  inasmuch  as  federal  taxes  have  been 
materially  lowered  during  the  past  five  years,  it  is  reasonable  to 
expect  a  material  reduction  in  the  rates  imposed  by  the  state  gov¬ 
ernments. 

A  Critical  Analysis  of  the  Problem  Needed 

The  number  of  such  criticisms,  the  respectable  authority  which 
supports  many  of  them,  and  the  obvious  desirability  of  reducing 
as  far  as  possible  the  burdens  imposed  upon  the  taxpayers,  make 
it  imperative  that  the  whole  field  of  state  expenditures  should  be 
made  the  subject  of  a  searching  analysis.  The  essential  facts 
should  be  laid  clearly  before  the  people.  The  nature  of  the  in¬ 
creased  expenditures  should  be  explicitly  set  forth  in  detail.  An 
inquiry  should  be  made  into  the  causes  responsible  for  all  im¬ 
portant  items.  The  theories  which  underlie  the  criticisms  made 
in  various  quarters  should  be  scrutinized.  In  a  word,  the  whole 
problem  of  increasing  state  expenditures  should  be  fearlessly 
faced  in  all  its  aspects  in  order  that  any  program  for  curtailment 
may  take  a  practical  form  and  that  policies  of  future  expendi¬ 
ture  may  proceed  upon  a  more  correct  understanding  of  the  needs 
of  the  state  and  the  ability  of  the  people  to  bear  the  burdens  im¬ 
posed  to  meet  such  needs. 

Growth  of  New  York  State  Activities 

At  the  very  outset  we  face  the  problem  as  to  whether  as  a  mat¬ 
ter  of  fact  increasing  state  expenditures  are  due  to  new  functions 
recently  assumed  by  the  state  government  in  defiance  of  tradi¬ 
tional  American  practices.  This  question  can  only  be  answered 
by  a  review  of  the  growth  of  state  activities  over  a  long  period  of 
time.  This  review,  which  is  presented  in  detail  in  Chapter  II, 
shows  that  the  state  activities  developed  gradually  over  the  past 
century,  particularly  after  1850.  Contrary  to  popular  belief  the 
period  of  the  greatest  diversification  of  state  functions  was  be¬ 
tween  1880  and  1900.  By  the  latter  date  practically  all  the  im¬ 
portant  state  functions  were  established,  and  the  development  in 
state  work  since  that  year  has  been  mainly  an  expansion  of  estab¬ 
lished  activities — an  expansion  accelerated  to  some  extent  by  con¬ 
ditions  growing  out  of  the  World  War. 
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The  Upward  Trend  of  State  Expenditures  in  New  York 

Closely  associated  with  the  popular  notion  that  the  state  gov¬ 
ernment  has  recently  been  undertaking  novel  activities  are  two 
other  arguments  which  constantly  occur  in  discussions  of  public 
finance.  It  is  commonly  assumed  that  the  total  expenditures  of 
the  state  government  have  shown  a  tendency  during  recent  years 
to  increase  at  a  ratio  all  out  of  proportion  to  the  increases  of  such 
expenditures  during  previous  periods  in  the  history  of  the  state. 
Perhaps  quite  as  frequently,  it  is  assumed  that  the  increase  in 
total  expenditures  during  the  past  decade,  at  least,  is  to  be  ascribed 
mainly  to  the  extraordinary  conditions  caused  by  the  World  War 
and  that  a  return  to  a  normal  state  of  affairs  will  bring  a  cor¬ 
responding  reduction  in  such  expenditures.  The  accompanying 
chart  (Chart  1)  throws  a  flood  of  light  on  both  these  assump¬ 
tions.1  It  indicates  the  trend  in  total  expenditures  by  ten  year 
periods  from  1850  to  1880,  by  five  year  periods  from  1880  to  1900, 
and  annually  from  1900  to  1924.  The  solid  line  represents  the 
total  expenditures  in  actual  dollars.  The  dotted  line  shows  the 
total  expenditures  adjusted  to  eliminate  the  changes  in  price  levels, 
using  the  purchasing  power  of  the  1913  dollar  as  the  basis.2 

It  will  be  seen  from  this  chart  and  an  examination  of  the  figures 
in  the  tables  supporting  it  that  there  was  a  fairly  constant  increase 
in  the  total  expenditures  of  the  state  government  from  1880  to 
1915.  When  the  actual  figures  are  adjusted  to  the  price  level 
of  1913,  the  smoothness  of  the  curve  in  its  gradual  upward  trend 
is  even  more  striking.  The  total  state  expenditures  increased 
from  year  to  year  between  1880  and  1915  at  an  average  rate  of 
4.6  per  cent  per  annum  when  reckoned  on  the  basis  of  the  pur¬ 
chasing  power  of  the  1913  dollar.  The  annual  increase  in  state 
expenditures  between  1915  and  1924  was  not  greatly  out  of  line 
with  the  general  trend  during  the  preceding  thirty-five  years. 
This  is  shown  by  the  adjusted  line  on  Chart  1.  In  fact,  the  total 
expenditures  for  1924  were  only  about  $15,000,000  above  what 
they  should  have  been  on  the  basis  of  the  trend  from  1880  to 
1915. 3  On  the  basis  of  the  figures  adjusted  to  the  price  level  of 
1913,  the  trend  of  the  entire  period  between  1880  and  1924  rose  on 
the  average  of  4.7  per  cent  each  year. 

"  J  "  ”  /  • 

1  In  constructing  Chart  1,  a  logarithmic  scale  is  used,  which  is  equivalent 
to  expressing  the  figures  for  each  successive  period  as  percentages  of  the 
figures  for  the  period  immediately  preceding.  The  steepness  of  the  curve 
at  any  point,  therefore,  represents  the  rate  of  increase  at  that  point  in  the 
total  expenditures. 

2  The  curves  on  Chart  1  are  based  upon  the  figures  contained  in  Tables  1 
and  2  of  Appendix  I.  The  term  “  total  state  expenditures”  covers  all  outlays 
from  general  revenues.  It  does  not  include  outlays  made  from  borrowings 
because  such  outlays  are  covered  in  the  debt  service.  To  include  both  debt 
service  and  expenditures  from  bond  funds  would  be  equivalent  to  counting 
such  expenditures  twice  in  the  long  run. 

3  See  Table  5  and  discussion,  page  60.  It  should  be  explained  that  the 
sag  in  the  curve  on  Chart  1  at  the  year  1916  is  due  to  the  change  in  the 
fiscal  year  of  the  state,  the  expenditures  for  this  year  being  for  only  nine 
months.  The  sudden  rise  in  the  curve  at  1921  is  due  largely  to  increased 
state  aid  to  education  which  was  inaugurated  in  1920. 
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CHART  1.  TOTAL  EXPENDITURES  OF  NEW  YORK  STATE  GOVERNMENT  FROM  1850  TO  1925. 
Showing  amounts  in  actual  dollars  and  amounts  adjusted  to  the  price  level  of  1913. 
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Assuming  that  the  conditions  during  the  next  decade  will  not 
vary  greatly  from  those  of  the  present  time,  and  that  the  increase 
in  state  expenditures  will  continue  at  about  the  same  average 
rate,  it  is  possible  to  predict  the  total  expenditures  of  the  state 
government  ten  years  hence.  If  the  annual  rate  of  increase 
remains  around  4.7  per  cent,  as  it  has  between  1880  and  1924, 
then  we  can  expect  the  total  annual  expenditures  of  the  state 
government  in  1934  to  be  approximately  $230,000,000.  This 
figure  is  on  the  basis  of  the  purchasing  power  of  the  1924  dollar. 
If  the  value  of  the  dollar  should  increase  during  the  next  ten 
years,  then  the  expenditure  requirements  in  1934  would  be  cor¬ 
respondingly  reduced.  Should  the  dollar  return  to  its  1913  value, 
which  is  not  at  all  likely,  then  the  total  expenditures  of  the  state 
government  in  1934  would  be  about  $150,000,000. 

Political  Changes  and  the  Upward  Trend  of  State  Expenditures 

Among  the  many  forces  that  produce  fluctuations  in  state  ex¬ 
penditures,  the  transfer  of  the  various  branches  of  state  govern¬ 
ment  from  the  control  of  one  political  party  to  that  of  another 
is  commonly  supposed  to  be  especially  significant.  While  it  is 
true  that  one  party  often  makes  commitments  which  the  other 
must  execute  or  otherwise  necessarily  affects  continuing  policies, 
in  the  long  run  such  incidents  doubtless  tend  to  correct  one 
another.  Broadly  speaking,  therefore,  it  may  be  said  that  a 
political  party  is  fairly  responsible  for  the  expenditures  incurred 
during  its  tenure  of  power.  At  all  events,  the  connection  of 
changing  expenditures  with  political  changes  in  the  state  govern¬ 
ment  is  a  matter  worthy  of  note  in  considering  the  problems  in¬ 
volved  in  the  mounting  costs  of  government.  For  this  reason  we 
include  the  accompanying  Chart  2,1  which  gives  the  annual  ex¬ 
penditures  of  the  state  for  the  period  between  1900  and  1925, 
and  shows  which  of  the  political  parties  dominated  the  executive 
department,  the  senate,  and  the  assembly  each  year  during  that 
period. 

Chart  2  shows  clearly  that  the  upward  trend  of  state  expendi¬ 
tures  between  1900  and  1925  continued  irrespective  of  the  changes 
in  the  political  complexion  of  the  executive  and  legislative 
branches  of  the  state  government.  The  trend  continued  upward 
even  during  the  years  when  the  branches  were  politically  opposed. 

The  Trend  of  State  Expenditures  on  a  Per  Capita  Basis 

Usually  discussions  of  increases  in  state  expenditures  refer  to 
the  growth  of  population,  often  with  the  assumption  that  such 
growth  affords  the  proper  criterion  for  judging  the  propriety  of 
the  various  increases.  With  this  in  mind,  we  have  presented  in 
Chapter  III  a  discussion  of  the  growth  of  per  capita  expenditures 
of  the  state  government  with  supporting  tabular  data.2  These 

1  It.  should  be  noted  again  in  connection  with  Chart  2  that  the  depression 
in  the  curve  at  1916  is  due  to  a  change  in  the  fiscal  year  of  the  state 
government,  the  expenditures  of  this  period  being  for  only  nine  months. 

2  See  below  pages  61-64. 
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expenditures  are  shown  by  ten  and  five  year  periods  from  1850 
to  1924,  both  in  actual  figures  and  in  figures  adjusted  to  the  price 
level  of  1913.  The  total  state  expenditures  for  1850  showed  a 
per  capita  of  65  cents  actual  and  72  cents  adjusted;  for  1880, 
$1.93  actual  and  $2.05  adjusted ;  for  1900,  $3.15  actual  and  $3.91 
adjusted ;  for  1915,  $5.88  actual  and  $5.83  adjusted ;  and  for  1924, 
$13.23  actual  and  $8.52  adjusted.  The  upward  trend  in  per 
capita  expenditures  is  apparent  from  these  few  figures,  as  well  as 
the  fact  that  this  trend  has  been  somewhat  accelerated  during  the 
last  decade. 

Per  capita  expenditures  should  not  be  taken  too  literally.  There 
are  several  important  functions  of  the  state  government,  the  ex¬ 
penditures  of  which  bear  little  or  no  relation  to  the  population. 
Many  of  the  developmental  and  regulatory  functions  are  illustra¬ 
tions.  The  volume  of  services  and  expenditures  of  such  functions 
depend  upon  factors  other  than  population.  However,  such  insti¬ 
tutional  services  as  the  care  of  the  insane  may  be  regarded  as 
having  a  direct  relation  to  the  population.  Population  also  has 
an  important  relation  to  the  expenditures  for  education. 

In  any  state  which  is  rapidly  changing  from  an  agricultural 
to  an  industrial  and  urban  state,  as  in  the  case  of  New  York,  the 
per  capita  expenditures  must  inevitably  rise  with  the  multiplica¬ 
tion  of  collective  services  demanded  from  the  government.  At 
what  point  the  rise  in  per  capita  expenditures  should  stop  cannot 
be  mathematically  determined.  If  all  increased  expenditures  were 
for  productive  purposes  —  purposes  which  increase  the  wealth  of 
the  state  —  conceivably  such  expenditures  might  mount  much 
higher  in  the  per  capita  scale  and  still  indicate  direct  economic 
gain  to  the  people  of  the  state  rather  than  costs  to  them. 

Analysis  of  Functional  Expenditures 

Total  or  per  capita  figures  of  state  expenditures,  standing  by 
themselves,  though  impressive,  convey  little  or  no  meaning  to 
anyone  desirous  of  making  helpful  criticism  with  a  view  to  effect¬ 
ing  curtailments  in  costs.  They  throw  no  light  on  the  underlying 
historic  causes  responsible  for  the  increments.  They  afford  no 
real  basis  for  an  intelligent  discussion  of  the  problem  of  state 
finance.  A  beginning  in  any  businesslike  consideration  of  the 
subject  can  only  be  made  when  the  major  details  of  the  total 
expenditures  and  the  respective  increases  are  clearly  presented. 

Such  details,  showing  the  operating  costs  of  the  major  func¬ 
tions  of  the  state  government,  are  presented  in  Table  11  contained 
in  Chapter  III,  and  also  in  Table  1  of  Appendix  I.* 1  These 
figures  make  it  clear  where  the  money  of  the  state  has  been  going 

1  See  below  pages  68fT.  Charts  presenting  graphically  the  facts  contained 
on  Table  11  are  also  included  in  Chapter  III,  as  well  as  a  detailed  dis¬ 
cussion  of  the  facts.  The  state  expenditures  are  shown  in  Table  1,  Appendix 

I,  at  ten  year  intervals  between  1800  and  1900,  and  at  five  year  intervals 
since  the  latter  date,  together  with  the  percentage  of  the  total  operating 
expenditures  for  the  given  years  assigned  to  each  of  the  major  functions. 
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in  detail  during  the  period  covered.  They  indicate  just  what 
functions  of  the  state  government  have  been  absorbing  the  tax¬ 
payers’  money  and  in  what  proportions. 

For  the  purpose  of  showing  these  functions  in  the  order  of 
their  increased  demands  upon  the  treasury  between  1900  and 
1924,  the  following  table  (Table  1)  is  included  here.  In  this 
table  the  functions  of  the  state  government  are  arranged  in  an 
order  determined  by  the  respective  increases  shown  by  them  in 
1924  over  the  expenditures  for  the  same  purpose  in  1900.  This 
table  also  shows  the  exact  amount  of  these  increases  and  the  per¬ 
centages  of  such  increases  over  the  expenditures  in  1900.1  A  mere 
glance  at  this  table  reveals  the  functions  which  are  leading  in 
expenditure  increases  since  1900. 

TABLE  1 

Expenditure  Increases  in  the  Major  Functions  of  the  New  York  State 

Government  Between  1900  and  1924 


FUNCTIONS 

Total 
increase  * 
between 
1900-1924 

Percent¬ 
age  of 
total 
increase 

Percent¬ 
age  of 
increase 
over  1900 

Education . 

$40,824, 108 

42.37 

704.3 

Public  works . 

20,874,033 

15,900,175 

3,688,687 

3,554,656 

1,750,375 

1,661,872 

1,622,468 

1,544,771 

1,465,508 

1,436,744 

662,521 

423,974 

410,317 

319,113 

181,900 

64,600 

39,937t 

21.66 

886.1 

Public  welfare . 

16.50 

244.4 

Agriculture . 

3.83 

759.9 

Finance . 

3.69 

696.8 

Labor .  . . 

1.82 

1044.2 

Minor  activities . 

1.73 

448.7 

Health . 

1.68 

1326.2 

Judiciary . 

1.60 

158.6 

Military . 

1.52 

172.2 

Conservation . 

1.49 

476.1 

Public  utilities . 

.69 

706.3 

Attorney  General . 

.44 

245.2 

Insurance  supervision . . 

.43 

219.2 

Bank  supervision . 

.33 

347.5 

Secretary  of  State . 

.19 

258.9 

Executive . 

.07 

122.5 

Legislative . 

.04f 

3. 0t 

Total . 

$96,345,886 

100.00 

471.04 

*  Outlay  expenditures  for  these  functions  are  excluded. 

t  Decrease.  This  was  due  manly  to  the  transfer  of  departmental  printing  from  the  budget 
of  the  legislature  to  the  budgets  of  the  departments. 


Fluctuations  in  Functional  Expenditures 

The  assumption  might  be  made  on  the  basis  of  the  preceding 
table  (Table  1)  that  the  increase  for  each  function  between  1900 
and  1924  has  been  steady  and  cumulative.  Such  assumption, 
however,  is  not  warranted  by  the  details  in  the  case.  An  analysis 
of  the  increase  for  each  of  these  enumerated  functions  by  five 
year  periods,  shows  extraordinary  fluctuations  from  period  to 
period,  revealing  now  the  pressure  of  one  interest  upon  the  legis¬ 
lature  and  now  the  pressure  of  another  interest.  With  a  view  to 
affording  some  clue  to  the  forces  responsible  for  the  increases  in 


1  This  table  is  based  upon  the  figv.res  contained  in  Table  3  of  Appendix  I. 
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functional  expenditures  at  various  intervals  during  the  past 
twenty-five  years,  the  accompanying  table  (Table  2)  is  presented, 
showing  in  percentages  the  increases  and  decreases  in  operating 
expenditures  of  the  major  functions  of  the  state  government  by 
five  year  periods  between  1900  and  1924.2  This  table  presents  the 
major  functions  in  the  same  order  as  in  Table  1,  and  in  a  way 
supplements  the  latter  table. 

TABLE  2 

Percentage  of  Increase  in  the  Expenditures  of  the  Major  Functions 
of  the  New  York  State  Government,  1900  to  1924,  by  Five  Year 

Intervals 


FUNCTIONS 

1905 

over 

1900 

1910 

over 

1905 

1915 

over 

1910 

1920 

over 

1915 

1924 

over 

1920 

Education . . 

8 

25 

25 

91 

151 

Public  works . 

14 

97 

50 

78 

65 

Public  welfare . 

17 

38 

141 

61 

16 

Agriculture . 

31 

56 

81 

1 

131 

Finance . 

13 

55 

66 

79 

54 

Labor . 

15* 

58 

549 

30 

1 

Minor  activities . 

263 

37* 

141 

11* 

11 

Health . 

92 

41 

146 

81 

18 

Judiciary . 

6 

50 

26 

19 

8 

Military . 

15* 

12 

98 

39 

4 

Conservation . 

2 

116 

39 

65 

15 

Public  utilities . 

22 

242 

38 

68 

17* 

Attorney  General . 

27* 

177 

17 

7 

33 

Insurance  supervision . 

18* 

79 

73 

4* 

31 

Bank  supervision . 

0.3 

54 

61 

52 

18 

Secretary  of  State . 

21 

10 

12 

34 

45* 

Executive . 

0.3* 

69 

46 

50 

36* 

Legislative  f . 

1* 

13 

8 

2 

21* 

Total . 

15 

35 

39 

60 

62 

*  Decrease. 

1  The  decrease  in  legislative  expenditures  in  1924  over  1920  was  due  to  the  transfer  of  printing 
expenditures  to  the  departments. 


The  functional  expenditures  during  this  period,  it  is  evident 
from  this  table,  showed  wide  fluctuations  from  year  to  year.  For 
example,  the  expenditures  relating  to  agriculture  in  1920  were 
1  per  cent  over  the  expenditures  for  1915,  but  in  1924  they  were 
131  per  cent  over  those  for  1920.  At  the  same  time,  the  expendi¬ 
tures  relating  to  labor  in  1920  were  30  per  Cent  over  those  of  1915, 
but  in  1924  they  were  only  1  per  cent  over  those  of  1920.  An 
even  more  striking  shift  occurred  in  the  expenditures  for  the 
regulation  of  public  utilities;  in  1920  these  expenditures  ran  68 
per  cent  above  those  for  1915,  but  in  1924  they  were  17  per  cent 
below  those  for  1920.  (See  Table  2.) 

These  wide  fluctuations  within  the  total  expenditures  are  caused 
by  many  factors  and  vary  from  decade  to  decade.  A  great  scandal 
in  some  branch  of  private  enterprise,  such  as  that  revealed  by 
the  insurance  investigations  in  1905,  produces  a  popular  demand 


2  The  figures  contained  in  this  table  are  drawn  from  Table  3  of  Appendix  I. 
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for  supervision  which  in  turn  calls  for  increased  expenditures. 
At  another  time,  shippers,  commuters,  and  customers  make  an 
attack  on  railway  and  utility  rates  which  results  in  sweeping  and 
expensive  changes,  such  as  those  introduced  under  the  utility  law 
of  1907.  The  advent  of  the  automobile  makes  a  revolution  in 
highway  construction  and  maintenance.  A  terrible  disaster  in 
industry,  such  as  the  Triangle  Waist  Company  Fire  of  1911, 
brings  about  a  great  increase  in  the  expenditures  for  the  inspec¬ 
tion  and  regulation  of  workshops  and  factories.  The  revelation 
of  the  amount  of  illiteracy  in  the  draft  army  leads  to  an  insistent 
demand  for  increased  expenditures  for  education,  in  which  state 
aid  to  localities  expands  into  millions.  Business  interests  promote 
the  popular  demand  for  expensive  highway  and  canal  improve¬ 
ments.  The  social  welfare  groups  insist  on  a  constant  improve¬ 
ment  in  the  standards  of  institutions  for  the  care  of  the  defec¬ 
tive,  dependent,  and  delinquent. 

State  Functions  Leading  in  Expenditure  Requirements 

The  great  increases  in  the  cost  of  state  government  in  1924  over 
1900,  measured  in  actual  expenditures,  were  incurred  mainly  for 
the  major  functions  of  education,  highways  and  public  works, 
and  the  institutional  care  of  the  defective,  delinquent,  and  de¬ 
pendent.  (See  Table  1.)  Of  the  functional  expenditures  of  the 
state  for  1924  the  operating  costs  of  these  three  functions  consti¬ 
tuted  79  per  cent  of  the  total.1  It  is  evident  that  if  any  curtail¬ 
ments  of  expenditures  are  to  be  made,  the  major  portion  must 
affect  these  three  groups. 

Most  of  the  expenditures  in  these  fields  can  be  worked  out  on  a 
mathematical  basis;  for  example,  per  capita  cost  of  education, 
mileage  cost  of  highway  construction  and  maintenance,  and  per 
capita  cost  of  institutional  care.  An  illustration  of  this  process 
is  afforded  by  Table  15  of  Chapter  III,  in  which  it  appears  that 
there  was  in  all  except  two  groups  of  institutions  a  material  in¬ 
crease  in  the  per  capita  cost  of  maintenance,  even  when  the  figures 
are  adjusted  to  the  price  level  of  1913. 2 

Cost  of  Regulatory  and  Promotional  Services 

No  criticism  directed  against  the  increase  of  state  expenditures 
is  more  common  than  the  allegation  that  the  legislature  shows  a 
propensity  to  waste  money  by  regulating  private  enterprise  or 
by  invading  the  field  of  private  economy  in  a  manner  not  war¬ 
ranted  by  public  necessity.  The  annual  expenditures  of  the  state 
government  for  the  regulation  of  the  three  great  branches  of 
private  enterprise,  banking,  insurance,  and  public  utilities,  while 
showing  an  increase  in  the  actual  amounts  constituted  a  smaller 
percentage  of  the  total  functional  expenditures  in  1924  than  in 
1900  —  to  be  precise,  1.51  per  cent  in  1924  and  1.83  per  cent  in 
1900.  The  decline  was  even  more  marked  in  1924  as  against  1915 


1  See  Table  1  of  Appendix  I. 

2  See  below  pages  77-82  for  table  and  discussion. 
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when  the  expenditures  for  these  purposes  was  2.74  per  cent  of 
the  total.1 

If  we  include  under  the  regulatory  and  promotional  service  of 
the  state  government  not  only  banking,  insurance,  and  public 
utilities,  but  also  labor,  health,  conservation,  and  agriculture,  the 
expenditures  for  all  these  services  have  constituted  relatively  a 
minor  part  of  the  total.  They  formed  a  smaller  proportion  of 
the  total  functional  expenditures  in  1924  than  in  1915 ;  namely, 
9.69  per  cent  as  against  13.75  per  cent.  If  the  expenditure  figures 
are  corrected  according  to  the  1913  price  level,  the  disbursements 
for  insurance  supervision,  utility  regulation,  and  the  department 
of  labor  were  actually  lower  in  1924  than  in  1915. 2 

Growth  of  New  York’s  Tax  Burden  and  the  Increase  of  Private 
Wealth 

The  statement,  so  frequently  made,  that  public  expenditures 
are  increasing  more  rapidly  than  the  wealth  of  the  taxpayers,  is 
difficult  to  test  by  absolute  facts.  The  figures  showing  in  dollars 
the  wealth  of  the  people  of  New  York  at  various  periods  cannot 
be  obtained  in  a  form  that  is  completely  satisfactory  and  such 
data  as  we  have  are  open  to  conflicting  interpretations.  Never¬ 
theless,  the  question  as  to  whether  expenditures  tend  to  increase 
more  rapidly  than  wealth  is  a  vital  one  and  an  attempt  should  be 
made  to  provide  an  answer  —  or,  at  least,  an  estimate  based  upon 
the  available  data. 

Inasmuch  as  the  people  of  New  York  must  bear  their  share  of 
taxation  to  support  the  federal  government  as  well  as  their  taxes 
for  state  and  local  purposes,  it  is  necessary  in  any  comparison  of 
public  expenditures  with  private  income  to  include  the  federal, 
as  well  as  the  state,  and  local  burden.  In  arriving  at  this  total 
burden,  however,  we  are  compelled  to  shift  our  consideration  from 
expenditures  to  taxation.  It  is  not  what  the  federal  government 
spends  in  the  state  that  is  significant  in  this  connection,  but  how 
much  money  it  collects  from  the  people  of  New  York  in  the  form 
of  taxes.  In  attempting  to  throw  light  upon  the  relation  of 
public  expenditures  to  private  income  we  have  compared  the  in¬ 
crease  in  the  total  tax  burden  (federal,  state,  and  local)  which 
falls  on  the  people  of  New  York  with  the  increase  in  their  wealth. 
This  relation  is  discussed  in  Chapter  IV  and  graphically  presented 
in  Chart  9. 3 

Inasmuch  as  there  were  two  “abnormal”  periods  due  to  wars 
in  the  span  of  years  covered  by  Chart  9,  it  is  necessary  in  order 
to  get  a  view  of  the  normal  trend  to  take  the  figures  between  1880 

1  See  Table  1  of  Appendix  I,  also  tlie  explanatory  matter  in  Chapter  III, 
page  85. 

2  See  below  Chapter  III,  pages  85-87.  Also  see  Table  1  of  Appendix  I. 

s  See  below  Chart  9  on  page  96,  also  discussion  on  pages  94ff  of 

Chapter  IV.  The  data  upon  which  this  chart  is  based  and  the  process  by 
which  the  trends  are  computed  are  described  in  detail  in  Appendices  II, 
III,  and  IV. 
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and  1910.  Trends  adjusted  to  the  curves  between  those  years 
afford  a  better  basis  for  forecasting  the  future  relations  of  the 
tax  burden  and  wealth.  These  trends  are  set  forth  on  Chart  10. 1 

The  total  tax  burden  borne  by  the  people  of  New  York  for 
federal,  state,  and  local  purposes  as  graphically  presented  on 
Chart  9,  showed  a  slight  tendency  to  increase  more  rapidly  than 
the  private  income  of  the  people  between  1850  and  1924. 

Certain  facts,  however,  should  be  considered  in  this  relation. 
The  first  is  that  an  encroachment  of  taxes  on  private  income  does 
not  necessarily  mean  in  itself  a  net  loss  in  the  total  income  of  the 
people.  Whether  there  is  an  encroachment  or  not  depends  upon 
circumstances.  For  example,  if  institutions  are  not  provided  for 
dependent  and  defective  persons,  they  would  have  to  be  main¬ 
tained  by  their  families  and  in  that  case  the  cost  would  fall  upon 
the  budgets  of  the  individual  families  and  the  total  expenditures 
under  these  conditions  would  doubtless  be  higher  than  the  ex¬ 
penditures  for  the  same  purpose  by  the  state. 

The  second  fact  to  be  considered  in  relation  to  the  encroach¬ 
ment  of  taxation  on  private  income  is  that,  in  any  event,  it  is 
impossible  to  reckon  the  value  of  government  services  entirely 
in  terms  of  dollars  expended  or  to  measure  its  results  on  a  profit 
and  loss  basis.  Low  public  expenditures  do  not  necessarily  mean 
prosperity  for  the  people  that  may  be  said  to  enjoy  them.  Of 
course,  it  does  not  follow  that  a  people  with  the  highest  expendi¬ 
tures  for  civil  purposes  are  the  most  fortunate,  or  that  there  is 
no  limit  to  the  proportion  of  the  private  income  of  citizens  that 
may  be  taken  for  public  purposes.  There  must  be  a  point  to 
which  expenditures  for  public  purposes  may  be  raised  with  in¬ 
creasing  returns  to  the  people  concerned  in  the  form  of  direct 
economic  benefits  or  cultural  advantages.  The  problem  in  public 
policy  here  involved  is  that  of  finding  the  point  at  which  increasing 
public  expenditures  cease  to  bring  corresponding  economic  returns 
to  the  people  or  pass  beyond  the  ability  of  the  people  to  pay  for 
the  collective  or  governmental  services  they  wish  to  enjoy.  At  no 
point  along  the  line  of  the  increasing  proportion  of  private 
income  taken  for  public  purposes  can  a  degree  of  necessity  be 
mathematically  fixed.2 

The  third  fact  to  be  noted  in  connection  with  the  Charts  9  and 
10  portraying  in  graphic  form  the  relation  of  the  tax  burden  to 
private  income  in  New  York,  is  that  when  studied  in  detail  the 
trends  in  the  increases  of  taxation  and  private  income  show  dis¬ 
tinct  variation  according  to  war  conditions.  During  the  period 
of  the  Civil  War  and  for  about  ten  years  afterward,  the  total  tax 
burden  borne  by  the  people  of  New  York  showed  a  tendency  to 
encroach  upon  private  income.  From  about  1880  to  1910  — 
which,  in  spite  of  the  Spanish  War  may  be  called  a  “ normal’ 1 
period, —  the  increase  in  the  tax  burden  ran  along  at  a  fairly  even 
rate  with  the  increase  in  income,  showing  a  tendency  to  decline 


iSee  below  page  99. 

2  See  discussion  in  Chapter  V  of  this  report. 
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rather  than  to  encroach  upon  private  income.  Then  came  the 
second  “abnormal”  period,  that  of  the  World  War,  in  which  the 
tax  burden  once  more  showed  a  tendency  to  encroach  upon  income. 
If  the  conditions  which  followed,  the  Civil  War  are  repeated  in 
the  epoch  following  the  World  War,  then  a  decline  may  be  ex¬ 
pected  in  the  tax  burden  in  its  relation  to  private  income. 

Trend  of  New  York  Expenditures  Compared  with  That  of  Other 
States  and  the  National  Government 

Although  it  affords  no  basis  for  judging  whether  or  not  the 
government  of  New  York  is  managed  efficiently  and  economically, 
a  comparison  of  the  trend  of  the  expenditures  of  this  state  with 
the  same  trend  in  other  states  shows  to  what  extent  New  York  is 
in  line  with  general  tendencies  throughout  the  Union.  The  ac¬ 
companying  chart  (Chart  3)  gives  this  comparative  view,  bring¬ 
ing  146  leading  cities  and  the  national  expenditures  for  civil  pur¬ 
poses  into  the  graph.  In  this  case  in  order  to  make  the  New  York 
figures  comparable  with  those  of  the  states  and  cities,  the  outlays 
from  borrowings  have  been  included  in  the  New  York  curve.1 

The  repeated  reductions  in  federal  taxes  have  led  to  the  popular 
assumption  that  there  has  been  a  corresponding  reduction  in  the 
ordinary  expenditures  of  the  federal  government  and  that  ac¬ 
cordingly  a  similar  reduction  may  be  expected  in  the  operating 
costs  of  the  state  government.  Chart  3  shows  the  curve  of  the 
federal  expenditures  for  civil  purposes  from  1900  to  1924.2  This 
curve  is  of  special  significance  in  connection  with  the  assumption 
that  the  costs  of  the  federal  government  (exclusive  of  expendi¬ 
tures  growing  out  of  participation  in  the  World  War)  are  in  fact 
returning  to  pre-war  levels,  and  that  the  present  trend  of  federal 
expenditures  for  civil  purposes  is  below  the  trend  of  state 
expenditures.  This  assumption  is  not  borne  out  by  the  actual 
facts. 

1  Figures  on  which  this  Chart  3  is  based  are  contained  in  Table  4  of 
Appendix  I. 

2  The  expenditures  here  used  for  civil  purposes  do  not  include  those  for 
the  war  and  navy  departments,  Indians,  pensions,  and  interest  on  war  debt. 
See  footnote  on  Table  4  of  Appendix  I. 
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CHART  3.  COMPARATIVE  GROWTH  OF  GOVERNMENTAL  EXPENDI¬ 
TURES  IN  THE  NATIONAL  GOVERRNMENT,  146  CITIES,  ALL  STATE 
GOVERNMENTS,  AND  NEW  YORK  STATE,  1900  TO  1924. 
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CHAPTER  II— DEVELOPMENT  OF  STATE  ACTIVITIES 

Since  the  opening  of  the  nineteenth  century,  state  government 
has  undergone  a  transformation  in  character  comparable  only 
with  the  change  in  the  mode  and  condition  of  life  of  the  popula¬ 
tion  which  it  serves.  In  1800  law  making,  adjudication  of  cases, 
and  provision  for  public  defense  constituted  almost  the  sole  work 
of  state  government  and  the  principal  objects  of  state  expendi¬ 
ture.  Today  these  activities  remain,  it  is  true,  primary  features 
of  our  governmental  system,  but  their  relative  importance  has 
been  greatly  lessened  by  the  growth  of  a  vast  administrative 
organization. 

In  1800  the  administrative  work  of  the  New  York  State  govern¬ 
ment  was  almost  entirely  performed  by  seven  officials,  namely : 
the  governor,  secretary  of  state,  attorney  general,  comptroller, 
treasurer,  adjutant  general,  and  surveyor  general,  and  their  im¬ 
mediate  assistants.  Today  there  are  no  less  than  175  distinct  ad¬ 
ministrative  agencies  within  the  state  government.  Where  the 
handling  of  finances,  the  control  of  public  lands,  and  the  common 
defense  were  the  chief  administrative  concerns  of  a  century  and 
a  quarter  ago,  education,  transportation,  the  care  of  the  defective, 
delinquent  and  dependent  classes,  and  the  regulation  of  private 
•business  are  now  the  leading  functions  of  the  state.  With  this 
expansion  of  activities  has  gone  an  equally  significant  increase  in 
expenditures.  In  1800  the  cost  of  state  government  was  $300,000, 
as  compared  with  $146,000,000  in  1924.  Taking  into  considera¬ 
tion  the  growth  of  population,  this  meant  an  increase  from  51 
cents  per  capita  to  $13.23  per  capita. 

Without  attempting  to  trace  the  growth  of  the  state  govern¬ 
ment  too  minutely,  some  discussion  of  the  development  of  state 
activities  should  be  helpful  in  understanding  the  organization  as 
it  now  exists  and  the  reason  for  increased  expenditures.  For  this 
purpose  the  period  since  1800  may  be  viewed  at  intervals  and  the 
principal  changes  in  state  administration  noted  at  each  of  these 
points.  The  years  1850,  1880,  1900,  and  1925  have  been  chosen.1 

The  State  Administration  As  It  Was  in  1800 

Aside  from  the  seven  offices  already  mentioned,  which  may  be 
termed  the  primary  administrative  agencies,  the  state  had  at  the 
opening  of  the  nineteenth  century  at  least  begun  to  grapple  with 
certain  problems  destined  later  to  occupy  prominent  places  in  its 
affairs.  The  institutional  system  had  already  been  founded,  but 
only  in  the  field  of  corrections.  In  1796  New  York  had  abandoned 
the  old  policy  of  corporal  and  capital  punishment,  adopted  the 
prison  system  and  established  its  first  state  prison  for  felons. 

i  The  accompanying  Table  3  presents  in  summary  form  the  growth  of 
state  activities  for  each  of  these  periods. 

[27] 
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Attention  had  also  been  directed  to  the  problem  of  public  educa¬ 
tion.  The  board  of  regents  had  been  created  and  an  effort  had 
been  made  to  encourage  the  establishment  of  schools  through  the 
granting  of  financial  aid.  No  general  school  system  had  as  yet 
been  created,  however,  and  no  permanent  policy  of  state  aid  had 
been  adopted.  In  the  field  of  health  administration  a  beginning 
had  also  been  made.  The  quarantine  station  in  New  York  har¬ 
bor  had  been  established  in  1796,  and  annual  grants  had  been 
made  for  several  years  to  the  New  York  Hospital. 

GROWTH  OF  STATE  ACTIVITIES  BETWEEN  1800  AND  1850 
Development  of  Canal  System 

During  the  first  half  of  the  nineteenth  century,  the  cost  of  state 
government  rose  from  $300,000  to  $2,000,000,  an  increase  of  565 
per  cent.  In  the  same  interval  population  increased  from  589,000 
to  3,097,000,  a  growth  of  425  per  cent.  While  this  change  in  the 
rate  of  expenditure  was  indicative  of  a  general  expansion  of 
state  functions,  it  was  primarily  due  to  the  establishment  of  the 
canal  system,  which  alone  accounted  for  almost  half  of  the  operat¬ 
ing  cost  of  state  government  in  1850.  Beginning  with  the  con¬ 
struction  of  the  Erie  and  Champlain  Canals  between  1817  and 
1825,  a  period  of  inland  waterway  development  had  beeu  inaugu¬ 
rated  which  had  given  the  state  by  1850  a  canal  system  of  780 
miles,  in  the  construction  and  enlargement  of  which  an  expendi¬ 
ture  of  $35,000,000  had  been  incurred.  This  system,  its  operation 
and  financing,  inevitably  overshadowed  all  other  state  activities  in 
importance.  In  1850  the  cost  of  canal  operation  and  mainte¬ 
nance  amounted  to  $835,000  and  tolls  yielded  a  revenue  of  $3,- 
275,000.  For  the  control  of  the  system  the  canal  board  had  been 
created  with  general  charge  of  construction  and  operation.  Fi¬ 
nances  were  administered  by  means  of  the  canal  fund.  Not  only 
were  ordinary  revenues  and  operating  expenditures  handled 
through  this  fund,  but  loans  and  outlay  expenditures  also  passed 
through  it.  It  was  frequently  drawn  upon  for  the  payment  of 
general  state  expenditures  as  well,  thereby  obscuring  the  true 
financial  status  of  both  the  canal  system  and  the  state  government 
as  a  whole.  The  mismanagement  which  this  situation  induced  led 
the  constitutional  convention  of  1846  to  reorganize  the  state  debt, 
create  a  series  of  sinking  funds,  and  regulate  the  application  of 
canal  revenue  to  general  governmental  purposes. 

Beginning  of  Public  Education 

Next  to  the  waterways  in  point  of  cost,  though  not  in  adminis¬ 
trative  importance,  was  education.  In  1812  the  legislature  estab¬ 
lished  the  common  school  system  of  the  state.  This  system  was 
locally  administered  and  its  support  was  primarily  the  responsi¬ 
bility  of  the  community.  A  small  degree  of  state  supervision 
was,  nevertheless,  provided  from  the  beginning,  and  state  aid  was 
liberally  accorded  to  encourage  the  development  of  education. 
The  literature  fund  for  the  promotion  of  secondary  education  had 
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TABLE  3 

The  Growth  of  New  York  State  Activities 


Period 


Primary  administration 


Governor  and  lieutenant  governor  elected. 

Secretary  of  state,  comptroller,  attorney 
general  and  adjutant  general  appointed 
by  governor  and  council  of  appointment. 

Prior  to  Secretary  of  state  in  charge  of  public  records. 

1800  Treasurer,  appointed  by  legislature,  had 
custody  of  public  funds. 

Comptroller  audited  state  accounts  and 
drew  warrants  on  treasury. 

Adjutant  general  in  charge  of  militia. 

Attorney  general  in  charge  of  legal  business. 

Commissioners  of  land  office  in  charge  of 
state  lands. 


Public  works 


Surveyor  general  in  charge  of  surveys 
of  publio  lands. 


Secretary  of  state,  comptroller,  and  treasurer 
made  board  of  canvassers  to  canva 
election  returns,  1801. 

1800-1850  Assumption  by  state  of  arrears  of  taxes  on 
non-resident  lands  and  sale  of  forfeited 
lands,  1801. 

Lieutenant  governor,  secretary  of  state, 
comptroller,  treasurer,  attorney  general 
and  surveyor  general  constituted  com¬ 
missioners  of  canal  fund  in  charge  of 
canal  finances,  1817. 

Abolition  of  council  of  appointment  and 
provision  for  appointment  of  secretary  of 
state,  comptroller  and  attorney  general 
by  legislature,  1821. 

Governor  given  veto  power,  1821. 

Secretary  of  state  ex  officio  superintendent 
of  common  schools,  1822-1854. 

Comptroller  ex  officio  superintendent  of 
banking,  1843-1851. 

Secretary  of  state,  comptroller,  treasurer 
and  attorney  general  made  elective,  1846. 


Creation  of  canal  fund  and  board  of 
canal  commissioners,  1817. 

Construction  of  Erie  Canal,  1817- 
1825. 

Construction  of  Champlain  Canal. 
1817-1923. 

Construction  of  secondary  canal 
system  of  about  450  miles,  1825- 
1840. 

Enlargement  of  Erie  Canal  to  handle 
boats  of  200  tons  capacity,  1836- 
1862. 

Operation  of  canals  by  board  of  three 
elective  canal  commissioners,  1846- 
1876. 

Reorganisation  of  canal  debt  and 
creation  of  sinking  funds,  1846. 


1850-1880 


Enactment  of  general  incorporation  laws, 
providing  for  incorporation  through  secre¬ 
tary  of  state,  1850  and  after. 

Comptroller  in  charge  of  insurance  super¬ 
vision,  1850-1859. 

Comptroller  authorized  to  supervise  prison 
finances  and  pass  on  monthly  estimates, 
1855. 

Creation  of  state  tax  assessors  and  board  of 
equalization  to  inspect  and  equalize 
assessments,  1859.  Tax  assessors 
abolished,  1896. 


Public  welfare 


Substitution  of  penal  servitude  for  corporal 
and  capital  punishment,  1796. 
Establishment  of  first  state  prison,  1796. 


Corrections: 

Establishment  of  following  prisons: 
Auburn,  1816;  Sing  Sing,  1825;  and 
Clinton,  1844. 

Inauguration  of  state  support  of  New 
York  House  of  Refuge  for  Boys,  1824. 

Establishment  of  reform  school  at  In¬ 
dustry,  1846. 

Creation  of  board  of  prison  inspectors  to 
supervise  prisons,  1846.  Abolished, 
1877. 

Care  of  insane: 

Establishment  of  state  asylum  at  Utica, 
1836. 

Charities: 

State  grants  to  New  York  City  for  care  of 
foreign  born  poor. 


Creation  of  superintendent  of  public 
works  in  charge  of  canal  main¬ 
tenance  and  operation,  1876. 

Decline  of  canal  traffic  land  earnings! 
due  to  railroad  competition  after 
1873. 

Abandonment  of  secondary  canals, 
1877  and  1878. 


Establishment  of  corporation  tax,  admin¬ 
istered  by  comptroller,  1880. 

1880-1900  Administration  of  canal  finances  transferred 
to  comptroller,  1883. 

Comptroller  empowered  to  supervise 
administration  of  inheritance  tax,  1892. 

Establishment  of  state  excise  commissioner 
and  direct  state  administration  of  liquor 
tax,  1896. 

Creation  of  tax  commission  to  supervise 
and  equalize  assessments,  1896. 

Comptroller  given  supervision  of  finances 
of  institutions  and  power  to  pass  on 
monthly  estimates,  1895.  Transferred  to 
fiscal  supervisor,  1902. 

Creation  of  civil  service  commission,  1883. 


Canals: 

Abolition  of  canal  tolls,  1882. 

Authorization  of  $9, 000, 000  en¬ 
largement  of  Erie  Canal,  1895. 

Highways: 

Establishment  of  state  highway  aid 
to  towns  adopting  “  money 
system  ”  of  road  maintenance, 
1898. 

Beginning  of  joint  state  and  county 
highway  construction,  1898. 

Buildings: 

Creation  of  state  architect,  1899. 


Corrections: 

Comptroller  authorized  to  supervise 
prison  finances  and  approve  monthly 
estimates,  1855. 

Establishment  of  state  asylum  for  insane 
convicts,  1858. 

Establishment  of  Elmira  Reformatory, 
1869. 

Creation  of  state  superintendent  of  prisons, 

1877. 

Care  of  insane: 

Authorization  of  transfer  of  chronic  in 
sane  from  county  almshouses  to  state 
asylums  to  be  supported  at  county 
expense,  1865. 

Establishment  of  following  hospitals: 
Willaid,  1865;  Hudson  River,  1868; 
Buffalo,  1870;  Middletown,  1870;  Bing¬ 
hamton,  1879. 

Creation  of  commissioner  in  lunacy  to 
inspect  state  hospitals,  1873.  Abolished 
1889. 

Care  of  feeble-minded: 

Establishment  of  Syracuse  School  for 
Idiots,  1851,  and  Newark  Custodial 
Asylum  for  Women,  1878. 

Charities: 

Creation  of  state  board  of  charities  to  in¬ 
spect  institutions  receiving  public 
money,  1867. 

Soldiers’  Home  at  Bath,  taken  over  in 

1878. 


Education 


Regulatory  and  promotional  services 


Board  of  regents  in  charge  of  establishment 
and  inspection  of  secondary  schools  and 
colleges. 

Literature  fund  for  aid  of  secondary  educa¬ 
tion  administered  by  regents. 


Establishment  of  common  school  fund  for 
aid  of  public  primary  schools,  1805. 

Establishment  of  district  school  system, 
1812. 

Creation  of  state  superintendent  of  common 
schools  to  supervise  public  schools,  1812. 
Office  merged  with  that  of  secretary  of 
state  from  1821  to  1854. 

Authorization  of  state  superintendent  to 
hear  appeals  from  decisions  of  local  school 
officials  (1822)  —  the  chief  function  of 
superintendent  for  next  seventy-five 
years. 

Establishment  of  state  library ,  1818. 

Founding  of  N.  Y.  Institution  for  Deaf  and 
Dumb,  1817,  and  Institution  for  Blind, 
1831.  Granted  state  subsidies. 

Establishment  of  United  States  deposit 
fund  for  aid  of  education,  1837.  Capital 
$4,000,000. 

Establishment  of  Albany  State  Normal 
School,  1844. 


Establishment  of  state  school  tax  and  free 
school  fund  for  aid  of  common  schools, 
1851.  Annual  apportionment,  $800,000. 

Creation  of  department  of  public  instruction 
to  inspect  and  supervise  public  schools, 
1854. 

Creation  of  assembly  district  school  com¬ 
missioners  to  supervise  local  schools, 
1856.  Paid  by  state. 

Beginning  of  union  free  high  school  system, 
1856. 

Establishment  of  seven  state  normal  schools, 
1863-1867. 

Establishment  of  Cornell  University  as  land 
grant  college  of  New  York,  1865. 

Establishment  of  state  school  for  blind, 
1865. 

Abolition  of  tuition  charges  in  common 
schools  and  increase  of  state  aid,  1867. 

Uniform  regents’  examinations  for  pupils 
entering  academies,  1865. 

Regents’  examinations  for  pupils  completing 
academic  course,  1877. 

Thomas  School  for  Indians  taken  over,  1875 


1900-1925 


Establishment  of  supervision  of  municipal 
accounts  through  comptroller’s  office, 
1905.  ,  ,  x  , 

Establishment  of  stook  transfer  tax,  ad¬ 
ministered  by  comptroller,  1905. 

Creation  of  motor  vehicle  bureau  to  ad¬ 
minister  motor  vehicle  tax,  1910. 

Creation  of  efficiency  and  economy  com¬ 
mission  with  power  to  prepare  budget, 

Board  of  estimate  and  control  oreated,  1921. 

Tax  administration  centralized  m  tax 
commission,  1921. 

Creation  of  department  of  purchase,  192Z. 

Creation  of  state  police,  1917. 


Canals: 

Construction  of  Barge  Canal,  1903- 
1920,  at  cost  of  $150,000,000. 

Construction  of  canal  terminals 
costing  $26,000,000,  1912-1925. 

Highways: 

Authorization  of  $50,000,000  bond 
issue  for  highway  improvement, 
1905. 

Introduction  of  state  maintenance, 
1903. 

Adoption  of  state  and  county 
highway  systems  totalling  11,400 
miles,  1907  and  1908. 

Creation  of  highway  commission, 
1908. 

Enlargement  of  state  aid  to  towns, 
1908.  ,  ,  . 

Second  $50,000,000  bond  issue, 
1912. 

Establishment  of  state  aid  to 
counties  for  road  construction, 
1920. 

Establishment  of  department  of 
publio  works  uniting  canals, 
highways,  and  care  of  public 
buildings,  1923. 


Corrections: 

Establishment  of  Hudson  (1881),  Albion 
(1890),  and  Bedford  Hills  (1892) 
reformatories  for  women,  and 
Napanooh  Reformatory  for  Men  (1892). 

Abolition  of  old  system  of  contracting  out 
prison  manufactures,  1889. 

Establishment  of  Matteawan  and  Danne- 
mora  hospitals  for  criminal  insane, 
1888  and  1896. 

Care  of  Insane: 

Creation  of  commission  in  lunacy  to 
inspect  hospitals,  1889. 

Establishment  of  complete  state  care  of 
insane  solely  at  state  expense,  1890. 

Establishment  of  St.  Lawrence  and 
Gowanda  hospitals,  1887  and  1894. 

Transfer  of  following  county  hospitals  to 
state:  Rochester,  1891;  Brooklyn  and 
ICings  Park,  1895;  Manhattan  and 
Central  Islip,  1896. 

Commission  in  lunacy  authorized  to 
supervise  hospital  finances  and  pass  on 
monthly  estimates,  1893. 

Care  of  Feebleminded  and  Epileptic: 

Establishment  of  Craig  Colony  for  epi¬ 
leptics,  1894. 

Establishment  of  Rome  Custodial  Asylum 
for  feebleminded  men,  1895. 

Charities: 

Women’s  Relief  Corps  home  for  soldiers 
taken  over,  1894. 

Comptroller  authorized  to  supervise 
finances  and  pass  on  monthly  esti¬ 
mates  of  state  institutions,  1895. 
Power  transferred  to  fiscal  supervisor, 
1902. 

Board  of  charities  given  supervision  of 
placing  out  children,  1898. 


Establishment  of  regents’  examinations  for 
entrance  of  professions:  law,  1882; 
medicine,  1889;  dentistry,  1895;  veteri¬ 
nary  medicine,  1895;  and  accountancy, 
1896. 

Establishment  of  three  new  state  normals, 
1885-1890. 

Uniform  state  teachers’  examinations  for 
all  entrants,  1888. 

Creation  of  corps  of  state  school  inspectors, 
1894. 

Establishment  of  state  veterinary  college  at 
Cornell,  1894. 


Corrections: 

Creation  of  commission  of  prisons  to 
inspect  prisons,  1907. 

Establishment  of  Great  Meadows  Prison, 
1903. 

Partial  reconstruction  of  Sing  Sing  and 
other  prisons. 

Conversion  of  Hudson  Reformatory  for 
Women  into  reform  school  fo.  girls, 
1901. 

Conversion  of  Napanooh  Reformatory  into 
institution  for  feebleminded  convicts, 
1921. 

Care  of  Insane:  . 

Establishment  of  Mohansio  Hospital, 
1910,  and  Harlem  Valley  Hospital,  1924. 

Care  of  Feebleminded: 

Establishment  of  Letohworth  Village, 

19°7.  .  .  ,  .  , 

Creation  of  commission  for  mental 
deficiency  to  supervise  institutions 
for  feebleminded,  1919. 

q '  fociri/txss  * 

Fiscal  supervisor  created  in  1902  to 
direct  finances  and  purchasing  of 
institutions  other  than  prisons  and 
hospitals  for  insane.  Replaced  in  1922 
by  superintendent  of  purchases. 

Superintendent  of  purchases  given  control 
of  purchasing  fo  all  institutions,  1922. 


Quarantine  station  in  New  York  harbor. 


Banking: 

Creation  of  safety  fund  banking  system 
with  fund  administered  by  state  to 
guarantee  banknotes  and  other  obliga¬ 
tions,  1829,  Discontinued,  1866. 

Establishment  of  bank  commissioners  to 
examine  safety  fund  banks,  1829. 
Abolished  and  powers  transferred  to 
comtroller,  1843. 

Creation  of  free  banking  system,  1838. 
Banknote  circulation  controlled  by 
comptroller . 

Agriculture: 

Creation  of  board  of  agriculture  and 
provision  for  annual  grants  to  county 
agricultural  societies,  1819.  Lapsed  in 
1826,  and  revived  in  1841. 

State  Agricultural  Society  subsidized  a; 
chief  agency  for  promotion  of  agricul¬ 
ture  after  1841. 


Banking: 

Creation  of  banking  department,  1851. 

State  banknote  circulation  taxed  out  of 
existence  and  most  state  banks  trans¬ 
ferred  to  national  banking  system, 
1863-1865. 

Requirement  of  biennial  examinations  of 
savings  banks,  1871,  and  annual  ex¬ 
aminations  of  trust  companies,  1874. 

Insurance: 

Beginning  of  insurance  supervision,  1850. 

Examination  of  insurance  companies 
authorized,  1853. 

Creation  of  insurance  department,  1859. 

Beginning  of  systematic  supervision. 

Public  utilities: 

Beginning  of  railroad  reporting,  1850. 

Conservation: 

Creation  of  commissioners  of  fisheries  to 
protect  and  propagate  fish,  1868. 


Union  of  board  of  regents  and  ^department 
of  public  instruction  to  form  department 
of  education,  1904. 

Establishment  of  Jstate  school  of  ceramics, 
1.900. 

Establishment  of  state  college  ofjagriculture 
at  Cornell,  1904. 

Establishment  of  six  state  agricultural 
schools,  1903—1913 

Establishmsnt  of  state  college  of  forestry  at 
Syracuse,  1911. 

Creation  of  state  teachers’  retirement 
system,  1911. 

Increase  of  volume  of  school  aidjby  about 
$30,000,000  per  year,  1919  and  1920. 

Assumption  by  state  of  cost  of  educating 
indigent  deaf,  dumb  and  jblind  children 
in  institutions,  1923. 

Further  increase  in  volume  of  school  aid  by 
about  $10,000,000  per  year,  1925. 


Banking: 

Requirement  of  annual  examinations  of 
banks,  trust  companies,  safety  deposit 
companies  and  building  and  loan 
associations,  1892. 

Requirement  of  approval  of  superintend¬ 
ent  of  banking  for  authorization  of  new 
banks,  etc.,  1892. 

Public  Utilities: 

Requirement  of  state  approval  of  increases 
in  railroad  capitalization,  1880. 

Creation  of  railroad  commission  with 
power  to  examine  railroad  affairs  and 
recommend  changes,  1882. 

Requirement  of  approval  of  railroad  com¬ 
mission  for  construction  of  new  lines 
and  extensions,  1892. 

Labor: 

Creation  of  bureau  of  labor  statistics, 
1883. 

Establishment  of  factory  inspection,  1886, 
and  regulation  of  working  conditions, 
1887. 

Creation  of  board  of  arbitration  and 
mediation,  1886. 

Provision  for  inspection  of  mines,  1890; 
sweat-shops,  1892;  and  bakeries,  1895. 

Health: 

Creation  of  state  board  of  health  to 
collect  vital  statistics,  abate  nuisances, 
enforce  pure  food  law,  and  investigate 
disease,  1880. 

Establishment  of  cancer  laboratory,  1898. 

Agriculture: 

Creation  of  agricultural  experiment  sta¬ 
tion,  1880. 

Establishment  of  dairy  commissioner  to 
enforce  anti-oleomargerine  law,  1884. 

Union  of  experiment  station  and  dairy 
commissioner  to  form  department  of 
agriculture,  1893. 

Beginning  of  eradication  of  bovine  tuber¬ 
culosis,  1892. 

Cattle  inspection  and  quarantine,  1893. 

Eradication  of  plant  and  nursery  diseases, 
1893. 

Conservation: 

Creation  of  corps  of  fish  and  game  pro¬ 
tectors,  1880. 

Establishment  of  forest  preserve  and 
forest  commission,  1885. 

Establishment  of  Niagara  Reservation, 
1883;  Adirondack  Park,  1S92;  and 
St.  Lawrence  Reservation,  1897. 


Banking: 

Authorization  of  superintendent  of  bank¬ 
ing  to  liquidate  affairs  of  insolvent 
banks,  1908. 

Insurance: 

Authorization  of  superintendent  of  insur¬ 
ance  to  liquidate  affairs  of  insolvent 
insurance  companies,  1909. 

Public  Utilities: 

Regulation  of  gas  and  electric  companies 
by  gas  and  electric  commission,  1905- 
1907. 

Creation  of  public  service  commissions 
with  power  to  regulate  rates  and 
services,  and  to  approve  increased 
capitalization  and  new  utility  enter¬ 
prises,  1907.  Applied  to  railroads, 
street  railroads,  gas  and  electric 
companies. 

Extension  of  regulation  to  telephone  and 
telegraph  companies,  1910,  and  steam 
plants,  1913. 

Consolidation  of  public  service  commis¬ 
sions  and  creation  of  transit  commission 
to  supervise  transit  in  New  York 
City,  1921. 

Labor: 

Creation  of  department  of  labor,  1901. 
State  inspection  of  mercantile  establish¬ 
ments,  1908. 

Creation  of  bureau  of  industries  and 
immigration  to  safeguard  immigrants, 
1910. 

First  workmen’s  compensation  act,  1910. 
Invalid. 

Establishment  of  workmen’s  compensa¬ 
tion,  1913. 

Reorganization  of  labor  department  and 
creation  of  industrial  board,  1913. 
Health:  . 

Establishment  of  orthopedic  hospital  for 
children  and  tuberculosis  hospital,  1900. 
Reorganization  of  health  department  and 
creation  of  public  health  council,  1913. 
Development  of  publio  health  education, 
anti-tuberculosis  campaign,  and  child 
welfare  work. 

Narcotic  drug  control,  1913-1921. 

Transfer  of  quarantine  station  to  federal 
government,  1921. 

Agriculture: 

State  fair  taken  over  1900. 

Regulation  of  cold  storages,  1911. 

Licensing  of  milk  and  commission  dealers, 
1913. 

Creation  of  department  of  foods  and 
markets,  1914.  Combined  with  depart¬ 
ment  of  agriculture  in  1917  to  form 
department  of  farms  and  markets. 
Conservation: 

Beginning  of  reforestation,  1901. 

Creation  of  state  forest  rangers,  1909. 
Establishment  of  Catskill  Park,  1904; 
Saratoga  Springs  Reservation,  1909; 
Palisades  Interstate  Park,  1910;  and 
Allegheny  Park,  1921. 

Survey  of  water  power  resources  begun 
in  1911. 

Creation  of  water  power  commission,  1921. 
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been  founded  in  1790.  In  1805  the  legislature  set  aside  a  half 
million  acres  of  public  land  for  the  creation  of  a  common  school 
fund  for  the  aid  of  primary  schools.  To  these  funds  were  added 
the  proceeds  of  the  United  States  deposit  fund  in  1837,  raising 
the  annual  income  available  from  trust  funds  to  about  $350,000, 
nearly  all  of  which  was  utilized  for  state  aid. 

Charities  and  Corrections 

In  the  field  of  charities  and  corrections,  state  activities  had  also 
expanded  between  1800  and  1850.  Where  one  prison  sufficed  in 
1800,  there  were  three  in  1850 — Auburn,  Sing  Sing  and  Clinton — 
with  a  total  inmate  population  of  1,500.  For  their  control  an 
elective  board  of  prison  inspectors  had  been  established  by  the 
constitution  of  1846,  with  powder  to  appoint  prison  officers  and 
supervise  the  conduct  of  penal  institutions.  Separate  provision 
had  already  been  made  for  juvenile  offenders.  The  New  York 
House  of  Refuge,  established  in  1826,  by  a  private  society  inter¬ 
ested  in  the  reformation  of  youthful  offenders,  was  the  first  insti¬ 
tution  of  its  type  in  America  and  received  state  support  from  the 
beginning.  Another  reformatory,  the  state  school  at  Industry, 
had  been  established  in  1846.  The  principle  of  institutional  care 
had  also  been  applied  by  the  state  in  the  case  of  the  insane,  but  only 
on  a  small  scale.  In  1843  the  state  had  opened  its  first  asylum  for 
lunatics,  as  it  w*as  called,  in  response  to  a  demand  for  more 
humane  treatment  of  the  insane.  No  state  institution  for  defec¬ 
tive  children  had  as  yet  been  provided,  but  the  state  was  contrib¬ 
uting  to  the  maintenance  of  private  institutions  for  the  deaf, 
dumb  and  blind,  and  the  question  of  a  state  school  for  idiots  had 
been  raised.  Grants  were  also  being  made  to  hospitals  and  to  the 
support  of  the  foreign  poor  in  New  York  City.  It  is  thus  appar¬ 
ent  that  considerable  interest  had  already  been  displayed  by  the 
state  in  the  care  of  the  unfortunate  classes.  In  large  part  this 
new  activity  may  be  attributed  to  the  discovery  of  improved  meth¬ 
ods  of  caring  for  defectives  in  Europe  and  America,  and  to  the 
interest  arising  therefrom. 

Bank  Regulation 

The  period  prior  to  1850  was  also  marked  by  one  important  ap¬ 
plication  of  state  supervision  of  private  business.  In  1829,  the 
state  created  the  board  of  bank  commissioners  to  examine  and 
supervise  banking  institutions.  Its  duties  were  subsequently 
transferred  to  the  comptroller  who  became  responsible  for  the 
supervision  of  banks  and  the  banknote  currency  of  the  state,  a 
most  important  task  in  view  of  the  large  place  occupied  by  bank¬ 
notes  in  the  monetary  system  of  the  time,  and  the  reckless  bank¬ 
ing  methods  then  prevailing  in  the  United  States. 

Importance  of  Primary  Administrative  Offices 

Although  the  work  of  the  state  government  had  greatly  in¬ 
creased  during  this  period,  administrative  control  resided  in  a 
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large  measure  in  the  same  group  of  primary  officers  as  in  1800. 
These  officers  were  made  elective,  however,  under  the  constitution 
of  1846.  Acting  ex-officio,  four  of  them —  the  secretary  of  state, 
comptroller,  treasurer,  and  attorney  general — constituted  the 
canal  fund  commission  in  charge  of  canal  finances.  Together 
with  three  additional  members,  these  four  officials  made  up  the 
canal  board  with  general  control  over  the  canal  system.  The 
secretary  of  state  was  ex-officio  superintendent  of  common  schools, 
and  the  comptroller  was  responsible  for  the  supervision  of  banks. 
Prison  administration  alone  of  the  important  state  activities  was 
entirely  divorced  from  the  older  group  of  primary  administrative 
offices. 

An  examination  of  finances  in  1850  shows  that  $840,000,  or  43 
per  cent  of  the  total  state  operating  expenditure  of  $1,955,000, 
were  devoted  to  the  operation  and  maintenance  of  waterways. 
Four  hundred  thousand  dollars,  amounting  to  20  per  cent  of  the 
total,  were  apportioned  as  aid  to  schools.  The  legislature  and  the 
courts  together  claimed  slightly  less  than  $300,000  and  the  net 
cost  of  prison  operation  was  about  one-third  as  great.  Together 
these  five  items  (canals,  school  aid,  legislature,  judiciary  and 
penal  institutions)  made  up  more  than  four-fifths  of  the  state’s 
expenditure. 

GROWTH  OF  STATE  ACTIVITIES,  1850-1880 

The  period  between  1850  and  1880  was  one  of  irregular  growth, 
yet  during  those  years  operating  expenditures  quadrupled.  Dur¬ 
ing  the  fifties  marked  innovations  were  made,  but  the  expansion 
of  state  activities  was  inevitably  checked  by  the  Civil  War. 
Immediately  following  the  war,  however,  the  state  launched  forth 
upon  new  enterprises  which  rapidly  increased  operating  expendi¬ 
tures  until  they  exceeded  $8,000,000  in  1870.  At  the  same  time 
debt  service  and  capital  outlays  brought  the  total  expenditure  to 
$14,000,000  in  that  year.  This  development  was  completely  halted 
by  the  panic  of  1873.  Unlike  the  depressions  of  subsequent 
periods  that  of  the  seventies  exerted  a  marked  influence  upon 
state  activities  and  expenditures.  Few  new  undertakings  were 
begun  and  expenditures  declined.  In  fact,  the  decade  from  1870 
to  1880  is  the  only  one  in  the  history  of  the  state  which  shows  a 
reduction  in  state  expenditures. 

Declining  Importance  of  Canals 

While  the  canals  remained  during  this  period  the  most  import¬ 
ant  administrative  problem  of  the  state,  their  relative  importance 
was  greatly  lessened  by  the  growth  of  other  functions.  Further¬ 
more,  the  decline  of  the  canals  as  a  transportation  system  had  set 
in  before  the  end  of  the  period.  From  the  Civil  War  on,  the 
railroads  began  rapidly  to  win  out  in  the  competition  for  traffic. 
Canal  earnings  reached  their  highest  point  in  1862,  and  tonnage 
its  maximum  in  1872.  After  1873,  the  decline  of  the  canals 
became  more  and  more  evident.  These  were  years  of  rapid 
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advances  in  the  efficiency  of  railroad  transportation  and  sharp 
reductions  in  railroad  rates.  In  contrast  no  improvements  were 
being  made  in  water  transportation  with  the  result  that  valuable 
tonnage  passed  into  the  hands  of  the  railroads.  This  led,  first,. to 
the  abandonment  of  several  of  the  lateral  canals  in  1878,  and 
finally,  to  the  abolition  of  tolls  in  1882.  During  the  period  of  more 
than  half  a  century  prior  to  the  abolition  of  tolls,  the  state  had 
invested  $78,685,580  in  canal  construction  and  expended  $48,399,- 
287  for  operation  and  maintenance.1  In  return  it  had  received 
$135,418,325  in  canal  revenue,  thus  showing  a  favorable  balance 
of  $8,333,459,  in  spite  of  the  many  errors  and  the  gross  misman¬ 
agement  that  characterized  the  administration  of  the  system  at 
times. 

Liberal  Aid  to  Schools 

If  the  most  conspicuous  change  of  the  period  was  the  decline  in 
the  importance  of  the  canals,  the  next  most  striking  development 
was  the  increase  in  the  importance  of  education.  In  1850  the  state 
expenditure  for  education  amounted  to  $465,000,  while  in  1880 
it  reached  $3,685,000.  Of  this  sum  $3,095,000  was  devoted  to 
state  aid.  This  raised  the  state’s  contribution  to  30  per  cent  of 
the  total  cost  of  public  school  operation.  This  radical  change  in 
the  volume  of  state  aid  was  due  to  the  effort  of  the  state  to  make 
elementary  instruction  free.  Beginning  in  the  early  forties  a 
vigorous  agitation  for  free  schools  swept  the  state,  but  met  with 
opposition  in  the  rural  districts.  As  a  compromise  the  legislature 
in  1851  established  a  state  school  levy  and  added  $800,000  to  the 
state’s  apportionment  to  common  schools  as  an  inducement  to 
localities  to  abandon  tuition  charges.  This  result  was  not  achieved 
though  the  volume  of  state  aid  was  even  further  increased  during 
the  decade.  Following  the  Civil  War  the  subject  was  revived  and 
tuition  charges  forbidden  by  law  in  1867.  To  compensate  the 
districts  for  the  increased  cost,  the  legislature  practically  doubled 
the  volume  of  grants-in-aid.  The  system  of  state  aid  thus  estab¬ 
lished  continued  without  violent  change  until  after  the  World 
War. 

Coincident  with  the  increase  in  the  volume  of  state  aid  went  a 
considerable  extension  of  state  activity  in  the  field  of  education. 
In  1854  the  department  of  public  instruction  was  created  to  take 
over  the  supervision  of  public  schools.  This  change  in  adminis¬ 
trative  machinery  was  followed  by  a  marked  increase  in  the  effec¬ 
tiveness  of  supervision.  In  particular  the  establishment  in  1856 
of  a  body  of  local  school  commissioners  provided  a  much  needed 
system  of  local  supervision,  and  at  the  same  time  supplied  an 
essential  connecting  link  between  the  state  department  of  public 
instruction  and  the  local  school  districts.  In  this  same  period 
state  control  over  secondary  education  was  increased  by  the 
establishment  of  regents’  examinations  for  academic  pupils.  In¬ 
asmuch  as  state  aid  was  in  part  dependent  upon  the  number  of 


1  Financial  Report  of  Auditor  of  Canal  Department,  1882,  p.  12. 
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students  passing  these  examinations,  a  powerful  influence  was 
thereby  exerted  for  the  improvement  of  the  standards  of  second¬ 
ary  education.  Following  the  Civil  War  the  state  also  began  to 
play  a  more  important  role  in  the  training  of  teachers.  Even  before 
1850  some  steps  had  been  taken  in  this  direction  through  the  sub¬ 
sidizing  of  training  classes  and  the  establishment  of  a  state  normal 
school  at  Albany.  Between  1863  and  1868  the  state  definitely 
took  over  this  problem  and  added  seven  new  normal  schools.  It 
was  also  at  this  time  that  Cornell  University  was  founded  as  the 
land  grant  college  of  New  York. 

New  Types  of  Institutional  Care 

Significant  changes  also  characterized  the  period  in  the  realm 
of  welfare  activities.  Especially  noteworthy  was  the  establish¬ 
ment  of  the  Elmira  Reformatory  in  1869,  the  first  adult  reforma¬ 
tory  in  the  United  States.  During  the  first  half  of  the  nineteenth 
century  the  Auburn  system  of  congregate  labor  had  made  the 
prisons  of  New  York  famous  throughout  the  world.  Similarly, 
in  the  last  quarter  of  the  century  Elmira  was  destined  to  have 
an  influence  at  least  nationwide  in  scope.  This  institution,  the 
outgrowth  of  the  work  of  the  New  York  Prison  Association  and 
its  well-known  secretary,  Dr.  Wines,  was  restricted  to  the  hand¬ 
ling  of  offenders  between  the  ages  of  16  and  30.  Its  most  dis¬ 
tinctive  feature  was  the  reformation  sentence  which  permitted 
the  release  of  prisoners  for  good  behavior  prior  to  the  expiration 
of  the  regular  term. 

A  second  development  of  importance  was  the  extension  of  the 
policy  of  state  care  of  the  insane.  Beginning  with  the  work  of 
Dorothea  Dix  in  the  forties,  the  plight  of  the  insane  in  county 
almshouses  was  brought  forcibly  to  the  attention  of  the  state  by 
a  succession  of  investigations.  As  a  result,  the  legislature  in 
1865  provided  for  an  additional  asylum  and  authorized  the  trans¬ 
fer  thereto  of  the  chronic  insane  to  be  maintained  at  county  ex¬ 
pense.  This  change  of  policy  necessitated  further  additions  to  the 
institutional  plant.  By  1880  the  state  had  five  asylums  for  civil 
patients,  beside  an  asylum  for  insane  convicts. 

These  years  also  saw  the  establishment  of  state  institutions  for 
defective  children.  In  1851  a  school  for  idiots  was  opened  under 
the  impression  that  such  children  might  by  proper  instruction 
be  fitted  to  care  for  themselves  in  society.  The  failure  of  this 
purpose  later  necessitated  the  provision  of  custodial  institutions 
for  adult  feebleminded.  The  first  of  these  was  the  custodial  asylum 
for  feebleminded  women  of  childbearing  age,  founded  in  1878  at 
Newark.  In  1868  the  state  also  opened  a  school  for  the  blind  to 
serve  the  western  counties. 

Another  innovation  of  the  period  was  the  creation  of  the  state 
board  of  charities  in  1867  to  supervise  state  and  local  institutions 
generally  and  make  recommendations  for  their  improvement.  This 
new  agency  was  made  imperative  by  two  things,  first,  the  un¬ 
satisfactory  condition  of  the  local  poorhouses  and  workhouses, 
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and  second,  the  necessity  of  public  supervision  of  private  institu¬ 
tions  receiving  state  money.  The  latter  was  a  matter  of  consider¬ 
able  importance  at  that  time  as  the  legislature  was  pursuing  an 
open-handed  policy  in  dealing  out  funds  to  private  orphanages, 
hospitals,  dispensaries,  and  the  like.  Such  expenditures  amounted 
in  1870  to  $400,000. 

Insurance  Supervision 

Since  1850  progress  had  also  been  made  in  the  development  of 
state  regulation.  In  1851  the  banking  department  was  created 
to  relieve  the  comptroller  of  the  supervision  of  banking  and 
currency,  and  in  1859  the  insurance  department  was  established 
to  handle  the  supervision  of  insurance  companies,  a  new  type  of 
regulation  inaugurated  in  the  fifties  to  meet  the  rapid  growth  of 
this  business  and  to  safeguard  the  public  against  badly  managed 
insurance  ventures.  A  brief  attempt  at  railroad  regulation  was 
also  made  in  the  fifties  but  abandoned  as  a  result  of  railroad 
opposition. 

Multiplication  of  Administrative  Heads 

Viewing  the  administration  as  a  whole,  it  is  apparent  that  by 
1880  control  was  no  longer  centered  in  the  old  group  of  primary 
officers  selected  by  popular  election,  but  had  largely  passed  to 
boards  and  officials  appointed  by  the  governor  and  the  senate. 
Canal  operation  was  in  the  hands  of  the  superintendent  of  public 
works,  though  the  state  engineer  had  control  over  the  engineering 
force.  Prisons  were  directed  by  the  superintendent  of  prisons. 
Other  institutions  had  their  separate  boards  of  trustees  as  a  rule, 
subject  to  slight  supervision  by  the  state  board  of  charities.  The 
board  of  regents  and  the  superintendent  of  public  instruction  had 
charge  of  education.  The  banking  and  insurance  departments 
were  under  superintendents  appointed  by  the  governor.  Thus  a 
significant  change  had  taken  place  in  administrative  organization. 

The  division  of  public  expenditures  had  also  undergone  a  con¬ 
siderable  change.  Education  now  consumed  49  per  cent  of  the 
expenditure  for  governmental  operation,  as  compared  with  12  per 
cent  devoted  to  waterways.  The  legislature  and  the  courts  ac¬ 
counted  for  11  per  cent,  and  public  welfare  activities,  including 
institutions,  required  10  per  cent  of  the  total. 

DIVERSIFICATION  OF  STATE  ACTIVITIES,  1880-1900 

The  year  1880  marked  the  opening  of  an  extraordinary  period 
in  the  development  of  the  state  government.  The  decade  of  the 
seventies,  which  had  been  characterized  by  retrenchment,  gave 
way  to  a  period  of  rapid  expansion.  Viewing  the  situation  in 
1900  the  comptroller  found  that  no  less  than  $7,000,000,  or  34  per 
cent  of  the  operating  expenditure  of  the  state  in  that  year,  went 
to  meet  the  cost  of  innovations  made  within  the  previous  twenty 
years.  Of  these  changes  by  all  means  the  most  important  from 
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the  financial  standpoint  was  the  establishment  of  complete  stat( 
care  of  the  insane.  From  the  viewpoint  of  administrative  organi¬ 
zation,  however,  the  really  significant  fact  was  the  remarkable  di¬ 
versification  of  state  activity  during  these  years  and  the  elaborate 
growth  of  independent  offices  which  it  entailed.  Finally,  it  should 
be  noted  that  during  this  period  administrative  regulation  by  the 
state  was  carried  into  several  new  fields. 

Changing  Social  and  Economic  Order 

The  sudden  expansion  of  state  functions  after  1880  can  only  be 
understood  in  the  light  of  changes  which  were  taking  place  in  the 
life  and  viewpoint  of  the  population.  A  few  important  facts  stand 
out.  In  the  first  place,  the  economic  system  of  the  state  was 
changing.  Manufacture  was  increasing  rapidly  and  with  it  went 
the  creation  of  a  large  city  working  class.  Furthermore,  the 
control  of  business  was  becoming  more  centralized,  thus  widening 
the  gulf  between  employer  and  employee,  and  increasing  the  dan¬ 
ger  of  exploitation  of  the  consuming  public.  On  the  other  hand, 
the  turning  point  had  been  reached  in  rural  development.  After 
1880  the  acreage  of  improved  farm  land  steadily  declined.  Rural 
population  also  began  to  decrease,  both  in  relative  size  and  in 
actual  numbers.  In  1880  the  balance  of  population  had  just 
shifted  to  the  urban  communities.  Between  that  year  and  1900 
the  proportion  of  urban  to  total  population  rose  from  56  to  73  per 
cent.  The  industrial  and  agricultural  development  of  the  state 
from  1860  to  1900  is  shown  below. 


Year 

Number  of 
workers  in 
manufacturing 
and  mechanical 
occupations* 

Gross  value 
of 

manufactured 

products* 

Acreage  of 
improved 
farm  land* 

Value  of 
farm 

property* 

1860 . 

364.000 

$378,900,000 

« 

14,358,000 

$936,400,000 

1870 . 

470,000 

626,200.000 

15,627,000 

1,195,800,000 

1880 . 

618,000 

1,080,700.000 

17,718,000 

1,216.600,000 

1890 . 

847,000 

1,711,600,000 

16,389,000 

1,139,300,000 

1900 . 

1,025,000 

2,175,700,000 

15,600,000 

1,069,700,000 

*  Figures  prepared  from  U.  S.  census  reports. 


The  expansion  of  industry  and  the  growth  of  urban  population 
necessarily  made  governmental  problems  more  complex.  While 
the  effects  of  urbanization  are  most  conspicuous  in  the  realm  of 
local  government,  state  government  is  also  affected.  The  problems 
of  health,  sanitation,  utility  control,  labor  and  factory  regulation 
cannot  be  left  entirely  to  the  locality.  By  increasing  the  likelihood 
of  social  friction  and  trouble,  urbanization  also  necessitates  a 
greater  degree  of  institutional  care  of  the  defective  classes,  thus 
augmenting  the  burden  of  the  state  in  another  respect. 
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Out  of  these  changes  in  the  conditions  of  life  came  the  modifica¬ 
tion  of  the  popular  view  as  to  government  intervention  in  private 
affairs.  The  extreme  individualism  of  the  middle  of  the  nine¬ 
teenth  century  gradually  gave  way  to  a  demand  for  positive  gov¬ 
ernmental  action.  Accompanying  this  change,  there  appeared  in 
the  latter  part  of  the  century  a  marked  growth  of  humanitarian- 
ism.  The  regulation  of  child  labor  and  sweat-shops,  for  example, 
was  not  solely  the  result  of  pressure  from  the  working  class,  but 
was  due  in  no  small  degree  to  the  interest  of  members  of  the 
middle  and  upper  classes  in  social  well-being.  Undoubtedly  the 
increased  demand  for  governmental  action  may  also  be  accounted 
for  in  part  by  the  development  toward  the  close  of  the  century  of 
a  more  accurate  understanding  of  the  nature  and  causes  of  public 
ills  and  by  the  discovery  of  new  methods  of  attacking  them.  This 
was  eminently  true  in  the  case  of  health  and  sanitation  and  in  a 
measure  in  the  case  of  the  care  of  delinquents  and  defectives. 

The  Older  Activities 

With  the  exception  of  institutional  care  few  striking  changes  oc¬ 
curred  in  the  older  fields  of  state  activity  during  the  period  from 
1880  to  1900.  The  decline  of  the  canals,  which  had  set  in  prior  to 
1880,  continued  with  increasing  rapidity  in  spite  of  the  abolition 
of  tolls.  In  fact,  the  repeal  of  the  tolls  may  indirectly  have  hast¬ 
ened  the  movement,  for  it  reacted  upon  expenditures  for  mainte¬ 
nance.  Not  until  1895  was  any  serious  effort  made  to  revive  the 
canals.  In  that  year,  the  legislature  authorized  the  so-called  nine- 
million  dollar  improvement  program,  which  was  subsequently 
abandoned  for  the  Barge  Canal  project.  Education  remained,  as 
in  the  preceding  period,  a  large  source  of  expenditure,  though 
relatively  much  less  important  than  before.  The  most  noteworthy 
innovation  in  this  department  was  the  establishment  of  state  school 
inspection  forces  and  the  introduction  of  uniform  state  examina¬ 
tions  for  teachers.  Banking  and  insurance  regulation  continued 
substantially  as  before,  though  the  powers  of  supervision  were 
somewhat  augmented  and  some  new  classes  of  corporations  were 
brought  under  control. 

/ 

Complete  State  Care  of  Insane 

The  greatest  single  change  during  the  period  was  the  establish¬ 
ment  of  complete  state  care  of  the  insane  during  the  early  nine¬ 
ties.  Previous  to  this  time  the  larger  counties  had  maintained 
their  own  asylums,  and  many  of  the  smaller  ones  had  evaded  the 
law  by  keeping  the  indigent  insane  in  almshouses  in  order  to  avoid 
the  cost  of  their  support  in  state  institutions.  The  inadequacy 
of  local  care,  a  fact  long  demonstrated,  finally  led  the  state  board 
of  charities  and  the  state  medical  society  to  head  a  movement  for 
complete  state  provision  for  the  insane.  This  agitation  achieved 
success  in  the  passage  of  the  state  care  law  in  1890.  The  state  at 
once  began  to  negotiate  for  the  transfer  of  county  asylums  and  to 
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increase  the  institutional  plant.  By  this  act  a  heavy  burden  was 
shifted  from  local  governments  to  the  state.  The  following  figures 
show  the  growth  in  the  number  of  inmates  in  state  asylums  and 
the  increase  in  state  expenditures  for  the  care  of  the  insane  be¬ 
tween  1890  and  1900,  excluding  the  criminally  insane. 


Yeab 

Number  of  Insane  In  Public 
Institutions  at  Close  of  Year  * 

State 

expenditure 

for 

maintenance 
of  insane 
exclusive 
of 

expenditures 
for  plant* 

State 

civil 

asylums 

County 
asylums  and 
almshouses 

Total 

1890 . 

5,633 

9,642 

22,088 

9,315 

9,213 

14,948 

18,855 

22,088 

$84,500 

1,622,100 

3,594,900 

1895 . 

1900 . 

*  Prepared  from  annual  reports  of  board  of  lunacy  commissioners  and  comptroller. 


In  1900  the  care  of  the  insane  formed  the  largest  single  item 
of  expenditure,  amounting  to  21  per  cent  of  the  operating  ex¬ 
penditures  of  the  state.  In  addition  to  the  enlargement  of  the 
institutional  system  for  civil  inmates,  a  second  hospital  for  the 
criminally  insane  was  authorized  in  1896. 

New  Reformatories  and  Institutions  for  Feebleminded 

Extensive  additions  were  also  made  to  the  correctional  system 
of  the  state.  The  opening  of  the  Elmira  Reformatory  was  fol¬ 
lowed  by  the  establishment  of  the  Albion  and  Hudson  reforma¬ 
tories  for  adult  women.  A  second  reformatory  for  men  was  be¬ 
gun  at  Napanoch  in  1892.  Work  was  also  started  on  the  Bedford 
Hills  Reformatory  for  women.  The  establishment  of  five  adult 
reformatories  during  this  period  without  any  material  increase  in 
the  prison  plant  was  indicative  of  a  change  in  viewpoint  with  ref¬ 
erence  to  the  problem  of  corrections. 

Additional  provision  was  also  made  for  the  mentally  defective. 
As  youths  passed  beyond  the  age  of  instruction  in  the  so-called 
school  for  idiots,  it  became  apparent  in  a  large  number  of  cases 
that  they  could  not  safely  be  returned  to  their  homes.  Hence  there 
arose  the  necessity  of  asylums  for  adult  feebleminded.  In  1893 
the  state  established  a  second  institution  of  this  type,  the  Rome 
Custodial  Asylum  for  men.  About  the  same  time  it  founded  the 
Craig  Colony  for  epileptics,  a  new  type  of  institution  modeled 
upon  foreign  experience  and  intended  to  permit  the  removal  of 
this  class  of  inmates  from  county  almshouses  and  asylums. 
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Fiscal  Supervision  of  Institutions 

The  increase  in  the  size  of  the  institutional  system  led  to  the 
establishment  of  more  effective  machinery  for  its  supervision.  In 
1889  the  legislature  created  the  board  of  lunacy  commissioners 
which  was  given  control  over  institutions  for  the  insane,  including 
their  financial  administration.  In  1895  similar  provision  for 
financial  control  over  charitable  institutions  was  vested  in  the 
comptroller.  The  superintendent  of  prisons  already  had  the  power 
to  examine  and  revise  prison  estimates  and  direct  prison  finances. 

Establishment  of  State  Board  of  Health 

The  first  new  administrative  agency  created  during  this  period 
was  the  state  board  of  health  in  1880.  Previous  to  this  date  the 
state  had  contributed  considerable  sums  to  the  support  of  private 
hospitals,  but  the  only  direct  state  health  activity  was  the  mainte¬ 
nance  of  the  quarantine  station  at  New  York  City.  A  series  of 
events  had  served,  however,  to  direct  attention  to  this  field. 
Cholera  and  yellow  fever  epidemics  during  the  preceding  decade 
had  aroused  public  anxiety,  and  the  discoveries  of  European 
bacteriologists  had  begun  to  reveal  the  true  nature  of  disease.  In 
New  York  the  desire  to  check  the  adulteration  of  prepared  foods 
was  also  a  factor  in  the  creation  of  a  state  health  agency. 
Throughout  the  period  the  expenditures  for  health  were  very 
meager.  The  board  of  health  devoted  itself  to  the  collection  of 
vital  statistics,  the  investigation  of  sanitary  conditions,  and  the 
advising  of  local  officials  in  dealing  with  epidemics  and  sanitary 
problems.  It  was  also  responsible  for  the  enforcement  of  the  pure 
food  law  and  the  approval  of  local  sewer  and  sewage  disposal 
projects.  During  the  nineties  the  eradication  of  bovine  tuber¬ 
culosis  was  added  to  its  functions  and  overshadowed  all  else  for  a 
time. 

Beginning  of  Agricultural  Activity 

State  agricultural  activity  began  in  1882  with  the  opening  of 
the  agricultural  experiment  station.  Prior  to  this  time  the  state 
had  confined  itself  to  the  subsidizing  of  county  agricultural  socie¬ 
ties  and  the  State  Agricultural  Society.  In  1884  a  second  step 
was  taken  by  the  creation  of  a  state  dairy  commissioner  to  enforce 
the  dairy  laws.  This  was  the  immediate  result  of  the  manufac¬ 
ture  of  oleomargarine.  When  artificial  butter  began  to  appear  on 
the  market  in  the  seventies,  the  New  York  farmers  rose  in  pro¬ 
test.  As  dairying  was  one  of  the  leading  industries  of  the  state, 
this  new  form  of  competition  was  bitterly  resented.  The  manu¬ 
facture  and  sale  of  oleomargarine  was  prohibited  by  law  in  1877, 
but  the  ineffectiveness  of  its  enforcement  produced  a  demand  for 
administrative  action  which  culminated  in  the  establishment  of  the 
office  of  dairy  commissioner.  In  1893  this  office  and  the  experi¬ 
ment  station  were  united  to  form  the  department  of  agriculture 
and  the  powers  of  regulation  were  extended  to  include  cattle 
quarantine  and  the  eradication  of  plant  diseases. 
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Railroad  Regulation 

Railroad  regulation  also  had  its  inception  at  the  opening  of  this 
period.  In  response  to  a  vigorous  popular  outcry  a  special  investi¬ 
gation  of  railroad  abuses  was  undertaken  in  1879.  The  report  of 
this  commission  presented  an  extraordinary  array  of  evidence  of 
rate  discrimination,  stock  watering  and  the  like,  and  concluded 
with  the  recommendation  of  a  state  railroad  commission  with  in¬ 
vestigatory  and  advisory  powers.  After  a  prolonged  fight,  the 
legislature  enacted  such  a  measure  in  1882.  The  New  York  rail¬ 
road  commission  was  definitely  of  the  weak  type.  It  confined  it¬ 
self  largely  to  the  work  of  investigation  and  the  adjustment  of 
petty  complaints.  Its  most  important  powers  were  the  approval 
of  additional  capitalization  and  the  authorization  of  the  construc¬ 
tion  of  extensions  and  new  lines.  These  powers  were  not  vigor- 
ousty  exercised  and  rate  regulation  was  not  undertaken. 

Factory  Regulation 

The  field  of  factory  and  labor  regulation  was  likewise  entered  in 
the  eighties.  As  a  result  of  long  continued  labor  union  pressure, 
the  legislature  authorized  the  establishment  of  the  bureau  of  labor 
statistics  in  1883.  This  was  merely  a  fact-finding  unit,  but  union 
leaders  rightly  believed  that  the  only  way  in  which  public  action 
in  behalf  of  labor  could  be  secured  was  by  revealing  existing  in¬ 
dustrial  evils  through  the  medium  of  an  impartial  investigating 
agency.  The  rapid  growth  of  labor  unions  and  the  increased  use 
of  the  strike  and  boycott  during  the  eighties  promptly  focused 
public  attention  upon  the  labor  problem.  The  regulatory  legisla¬ 
tion  which  followed  may  be  attributed  to  three  things,  the  activity 
of  the  unions,  the  work  of  the  bureau  of  labor  statistics,  and  in  a 
measure,  to  the  sympathetic  interest  of  humanitarian  organiza¬ 
tions.  The  first  factory  legislation  was  enacted  in  1886,  restricting 
child  labor  and  creating  a  factory  inspector  for  its  enforcement. 
In  1887  this  law  was  amended  to  include  safety  and  sanitary  regu¬ 
lations  and  increase  the  size  of  the  inspection  force.  Subsequent 
legislation  extended  these  safeguards,  and  provided  for  the  inspec¬ 
tion  of  mines,  bake  shops,  and  tenements.  In  1900  the  inspection 
force  numbered  sixty-five. 

Conservation  and  Other  Activities 

Conservation  was  another  activity  which  made  its  appearance 
toward  the  close  of  the  century.  The  protection  of  wild  life  and 
the  propagation  of  fish  were  the  first  efforts  of  the  state  in  this 
field.  In  1868  the  fishing  interests  succeeded  in  securing  the 
establishment  of  the  state  fisheries  commission  which  undertook 
the  establishment  of  hatcheries  and  became  the  state  agency  for 
the  protection  of  fish  and  game.  Forest  conservation  began  in 
1885  with  the  creation  of  the  forest  preserve  and  the  establishment 
of  the  forest  commission.  During  the  preceding  decade  the  state 
had  acquired  at  tax  sales  about  700,000  acres  of  wild  and  forest 
lands  in  the  Adirondacks  and  the  Catskills.  The  rapidity  with 
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which  these  districts  were  being  denuded  of  timber  by  the  lumber 
and  wood  pulp  companies  had  aroused  a  strong  demand  for  state 
action  to  preserve  them  for  recreation  purposes  and  for  the  pro¬ 
tection  of  navigation  on  canals  and  streams  fed  from  these  areas. 
The  movement  was  headed  by  the  commercial  organizations. 
Shortly  after  the  establishment  of  the  forest  preserve,  an  agita¬ 
tion  began  for  the  conversion  of  the  Adirondack  region  into  a 
state  park  in  order  that  it  might  be  more  available  for  recreation. 
This  change  was  made  in  1892,  and  a  policy  of  land  purchase 
adopted  which  increased  the  state’s  holdings  in  the  Adirondacks 
and  Catskills  to  1,370,000  acres  by  1900. 

A  few  other  steps  in  the  growth  of  state  activities  deserve 
notice.  The  administration  of  the  liquor  tax  was  taken  over  by 
the  state  in  1896  and  the  excise  department  created  for  the  pur¬ 
pose.  The  tax  commission  came  into  existence  in  the  same  year 
with  power  to  supervise  local  tax  assessments  and  equalize  assess¬ 
ments  for  the  state  levy.  Finally,  it  was  in  1898  that  the  state 
entered  the  field  of  highway  improvement.  The  apportionment 
of  aid  to  towns  adopting  the  “ money  system”  of  highway  main¬ 
tenance  was  inaugurated  and  the  improvement  of  main  roads  at 
joint  state  and  county  expense  was  undertaken. 

Complex  Administrative  Organization 

As  a  result  of  the  entrance  of  the  state  into  many  new  lines  of 
activity,  the  administrative  organization  had  become  exceedingly 
elaborate  by  1900.  The  old  elective  offices  now  represented  but 
a  small  fragment  of  the  machinery  of  government,  and  were  by 
no  means  the  most  important  individual  administrative  units.  In 
several  fields  administrative  organization  had  grown  needlessly 
complex.  The  management  of  institutions,  other  than  prisons, 
was  divided  among  a  variety  of  separate  boards  and  commissions. 
In  the  case  of  education  two  agencies  exercised  supervision  over 
local  schools,  and  in  addition,  there  were  boards  of  trustees  for 
the  various  state  normal  schools.  What  is  now  the  department 
of  labor  was  then  represented  by  three  separate  units.  Tax  ad¬ 
ministration  was  also  divided  among  a  group  of  unrelated  agen¬ 
cies.  The  process  of  unification  had,  however,  been  carried  out 
in  the  cases  of  agriculture  and  conservation,  and,  in  part,  in  the 
care  of  the  insane. 

In  point  of  cost  there  was  an  increase  from  $7,510,955  to  $20,- 
453,795  in  operating  expenditures  during  the  two  decades.  All 
divisions  of  the  administration  contributed  to  this  growth,  though 
institutional  care  was  by  all  means  the  most  important  factor. 
The  creation  of  new  governmental  agencies  also  added  materially 
to  expenditures.  Further  examination  of  the  growth  of  expendi¬ 
tures  will  be  reserved  for  the  succeeding  chapter. 
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STATE  ADMINISTRATION  SINCE  1900 

Further  Industrial  and  Urban  Development 

The  process  of  social  and  industrial  change  which  had  already 
begun  to  react  upon  state  government  with  marked  effect  before 
1900  continued  with  increasing  results  after  the  opening  of  the 
new  century.  Commerce  and  manufacture  developed  rapidly. 
Between  1899  and  1919  the  value  of  manufactures  increased  from 
$1,872,000,000 1  to  $8,867,000,000,  and  the  capital  engaged  in 
manufacture  rose  from  $1,524,000,000  to  $6,012,000,000.  Of 
course,  these  figures  reflect  in  part  the  change  in  price  level  as 
well  as  the  expansion  of  industry.  However,  the  census  shows  a 
growth  of  165  per  cent  in  the  primary  horse  power  utilized  within 
the  state  and  an  increase  from  727,000  to  1,228,000  in  the  number 
of  wage  earners  engaged  in  manufacture.  Sixty  per  cent  of  this 
body  of  wage  earners  were  employed  by  concerns  employing  over 
one  hundred  men,  indicating  the  importance  of  the  large  unit 
in  the  industrial  system.  In  contrast  with  the  rapid  development 
of  manufacture,  the  acreage  of  improved  farm  land  declined 
during  the  same  years. 

The  process  of  urbanization  went  rapidly  forward  during  the 
period.  While  rural  population  fell  off  between  1900  and  1920, 
the  urban  population  increased  62  per  cent.  In  1920  the  urban 
dwellers  represented  83  per  cent  of  the  total  population  as  com¬ 
pared  with  73  per  cent  in  1900,  showing  the  increasing  importance 
of  the  city  in  the  life  of  the  state. 

The  Effects  of  Such  Development 

With  the  modification  of  the  economic  and  social  structure  went 
a  further  change  in  popular  demands  upon  government.  The 
growth  of  a  great  wage  earning  class  separated  by  a  wide  gulf 
from  the  employers  for  whom  they  worked,  necessarily  involved 
the  ultimate  intervention  of  government  for  their  protection 
against  accident  and  exploitation.  Similarly,  the  concentration 
of  economic  power  in  other  fields,  and  the  abuses  to  which  it  gave 
rise  from  time  to  time,  enforced  an  extension  of  public  regula¬ 
tion  in  other  directions.  Particularly  noteworthy  in  the  decade 
following  1900  was  the  establishment  of  control  over  public  utili¬ 
ties  and  the  enactment  of  more  stringent  regulations  governing 
the  insurance  business.  These  are  only  outstanding  examples  from 
a  much  larger  body  of  regulations  that  have  developed  since  the 
opening  of  the  century.  It  should  also  be  noted  that  in  recent 
years  regulation  has  much  more  frequently  involved  state  ad¬ 
ministrative  action  than  formerly  and  has  therefore  led  to  the 
expansion  of  the  administrative  organization. 

While  regulation  has  come  to  play  a  large  part  in  the  work  of 
state  government,  it  would  be  quite  incorrect  to  assume  that  this 

i  This  figure  is  somewhat  less  than  that  shown  above,  page  34,  owing  to 
the  exclusion  of  neighborhood  manufactures  which  are  no  longer  reported, 
by  the  census. 
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is  the  only  or  the  most  important  respect  in  which  recent  develop¬ 
ment  has  affected  state  administration.  Underlying  a  larger  por¬ 
tion  of  present  state  activity  is  a  demand  for  constructive  meas¬ 
ures  for  the  increase  of  prosperity,  comfort,  and  health.  In  the 
last  twenty-five  years  this  has  unquestionably  been  the  greatest 
factor  in  the  growth  of  state  activity.  This  new  reliance  upon 
government  must  be  attributed  to  a  number  of  causes.  Urbaniza¬ 
tion  necessarily  forced  the  substitution  of  governmental  for 
private  action  in  some  cases.  The  example  of  European  countries 
was  another  factor.  Increased  prosperity  also  gave  rise  to  greater 
willingness  to  support  governmental  enterprises,  and  to  an  in¬ 
sistence  upon  new  public  improvements.  Finally,  the  public  was 
gradually  becoming  convinced  that  in  some  matters,  as  for 
example  in  the  case  of  health,  desirable  ends  could  only  be 
achieved  by  collective  action.  Conspicuous  among  the  construc¬ 
tive  undertakings  of  the  last  quarter  century  are  the  Barge  Canal, 
the  state  highway  system,  the  state  parks,  child  welfare  work,  the 
establishment  of  state  schools  and  colleges,  as  well  as  a  con¬ 
siderable  measure  of  state  agricultural  activity. 

The  Barge  Canal 

The  Barge  Canal  was  of  course  the  largest  single  enterprise  of 
the  period.  It  owed  its  beginning  chiefly  to  the  pressure  of  com¬ 
mercial  interests  which  had  become  alarmed  by  the  inroads  being 
made  by  rival  ports  into  New  York  City’s  foreign  commerce. 
From  the  Civil  War  until  1890,  New  York  City  had  regularly 
enjoyed  about  45  per  cent  of  the  nation’s  export  trade,  and  the 
volume  of  imports  passing  through  her  harbors  had  exceeded  the 
combined  business  of  Montreal,  Boston,  Philadelphia,  Baltimore 
and  New  Orleans.  After  1890  her  commerce  showed  a  relative 
decline.  By  1898  her  share  of  the  export  trade  had  fallen  to  37 
per  cent  and  the  five  rival  ports  had  exceeded  her  in  the  import 
business.  This  change  was  largely  due  to  the  improvement  of 
rail  and  water  communication  to  other  cities  and  to  the  differ¬ 
ential  rate  system  adopted  by  the  trunk  line  railroads  for  the 
middle  and  north  Atlantic  ports.  About  1890  New  Orleans  and 
Galveston  secured  direct  rail  connections  with  the  wheat  belt  and 
began  to  cut  deeply  into  the  grain  trade  of  New  York  City. 
Montreal  also  secured  an  advantage  as  a  result  of  rail  develop¬ 
ment  and  the  canalization  of  the  St.  Lawrence. 

While  New  York’s  commercial  supremacy  was  being  challenged 
by  other  ports,  the  region  along  the  Great  Lakes  became  very 
insistent  upon  an  improved  water  route  to  the  ocean.  Deep  water¬ 
ways  conventions  were  held  to  urge  the  construction  of  a  steam¬ 
ship  canal  between  the  lakes  and  the  Atlantic.  This  demand, 
coupled  with  the  completion  of  improvements  on  the  St.  Lawrence 
which  permitted  small  vessels  to  reach  the  lakes,  aroused  a  fear 
on  the  part  of  New  York  business  men  that  the  middle  western 
trade  might  be  drained  off  by  the  Canadian  route  which  had  the 
advantage  of  being  shorter. 
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As  a  result  of  this  situation  two  important  investigations  were 
begun  at  the  end  of  the  century.  One  had  to  do  with  the  state 
of  commerce  and  the  other  with  the  enlargement  of  the  Erie 
Canal.  The  former  concluded  with  the  recommendation  that  the 
enlargement  of  the  Erie  Canal  be  carried  through  as  the  most 
likely  method  of  assuring  the  commercial  supremacy  of  New  York. 
The  latter  investigation  led  to  the  proposal  of  a  barge  canal  as  the 
most  probable  means  of  reviving  inland  water  transportation. 
The  committee  recommended  the  abandonment  of  the  nine  million 
dollar  improvement  initiated  in  1895  and  the  construction  of  a 
much  larger  canal  capable  of  handling  barges  of  1,000  tons  ca¬ 
pacity.  Such  a  canal,  it  was  believed,  would  make  possible  lower 
transportation  rates  than  the  railroads  were  capable  of  meeting. 

After  a  prolonged  contest  between  urban  and  rural  members 
of  the  legislature,  a  measure  was  passed  in  1903  submitting  to 
the  voters  a  constitutional  amendment  authorizing  the  issuance  of 
$101,000,000  of  bonds  for  the  construction  of  the  canal.  The 
referendum  carried  largely  as  a  result  of  urban  support.  Actual 
construction  began  in  1905.  The  canal  was  opened  in  1918.  The 
enterprise  involved  an  expenditure  of  $150,000,000,  nearly  all  of 
which  was  financed  with  bonds.  In  addition  the  state  has  ex¬ 
pended  about  $25,000,000  for  the  construction  of  terminals. 

The  results  of  the  canal  have  thus  far  been  disappointing  to  say 
the  least.  The  tonnage  which  amounted  to  3,346,000  in  1900, 
stood  at  2,032,000  in  1924.  This  represented  an  increase  of  794,- 
000  tons  over  1919,  the  first  full  year  of  Barge  Canal  operation, 
but  practically  all  of  this  improvement  took  place  between  1919 
and  1922.  Even  in  the  case  of  grain  and  flour,  which  form  the 
largest  single  class  of  products  on  the  canal,  only  about  10  per 
cent  of  the  shipments  reaching  New  York  City  come  by  water. 
Contrary  to  the  predictions  of  the  investigating  committee  in 
1900,  canal  rates  have  not  been  cut  below  the  possibility  of  rail¬ 
road  competition.  A  comparison  in  1922  showed  that  for  most 
classes  of  freight  canal  rates  between  Buffalo  and  New  York  City 
were  from  10  to  15  per  cent  less  than  railroad  rates  for  the  same 
journey.  On  the  other  hand  the  railroads  have  the  advantage  of 
greater  speed  and  as  a  rule  the  possession  of  better  connections 
for  the  handling  of  commodities. 

Highway  Improvement 

Though  less  spectacular,  highway  development  has  involved 
quite  as  great  an  expenditure  since  1900  as  the  construction  of 
the  canal.  The  state  entered  this  field  on  a  small  scale  in  1898. 
By  1905  about  600  miles  of  improved  road  had  beeu  constructed. 
This  mileage  did  not  in  any  wise  constitute  a  system,  for  the  selec¬ 
tion  of  highways  for  improvement  was  chiefly  in  the  hands  of  the 
property  owners  and  the  county  supervisors.  The  work  of  con¬ 
struction  was  directed  by  the  state  engineer.  The  original  cost 
was  divided  between  the  state  and  the  local  governments,  but  once 
completed,  maintenance  became  the  responsibility  of  the  towns. 
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With  the  increase  in  the  use  of  the  automobile  came  a  demand 
for  the  rapid  improvement  of  rural  roads,  and  particularly  for  the 
development  of  a  system  of  main  thoroughfares  connecting  the 
principal  cities.  By  comparison  with  the  present,  the  number  of 
motor  cars  in  the  state  was  very  small  in  the  first  decade  of  the 
century.  In  1905  there  were  9,000,  and  in  1910,  63,000,  as  against 
1,500,000  in  1924,  but  the  rate  of  increase  was  high  and  the  in¬ 
fluence  of  the  owners  far  in  excess  of  their  numbers.  Through 
automobile  clubs  and  good  roads  associations  a  powerful  propa¬ 
ganda  was  carried  on  in  favor  of  highway  development.  Further¬ 
more,  the  introduction  of  the  motor  truck  as  a  means  of  handling 
farm  produce  awakened  the  interest  of  the  rural  population  in  the 
movement. 

New  York  was  among  the  first  states  to  embark  on  a  large  pro¬ 
gram  of  road  construction.  In  1905  a  constitutional  amendment 
was  passed  authorizing  the  issuance  of  $50,000,000  of  bonds  for 
highway  purposes.  This  action  was  promptly  followed  by  the 
adoption  of  an  improvement  program.  A  system  of  county  high¬ 
ways  was  mapped  out  by  the  estate  engineer  in  conjunction  with 
the  counties  and  approved  by  the  legislature  in  1907.  This  system 
called  for  the  construction  of  8,388  miles  of  improved  roads.  The 
work  was  to  be  handled  by  the  state  at  joint  state  and  local  expense. 
Maintenance  was  also  transferred  to  the  state  with  provision  for  a 
fixed  annual  charge  against  the  towns.  As  the  county  highways 
had  been  selected  primarily  with  a  view  to  county  traffic,  they  did 
not  in  all  cases  serve  to  link  up  the  leading  cities.  To  meet  this 
need  a  system  of  state  highways  was  created  in  1908  forming  3,000 
miles  of  main  routes.  Together  these  two  systems  mapped  out  a 
total  of  11,388  miles  of  highway  for  improvement  by  the  state,  com¬ 
prising  about  12  per  cent  of  the  total  mileage  of  public  roads.  At 
the  same  time  the  state  required  towns  to  adopt  the  “  money  sys¬ 
tem  ”  of  road  maintenance  and  raised  the  expenditure  for  state 
aid  to  towns  to  about  $1,500,000. 

The  new  highway  program  necessitated  a  change  in  administra¬ 
tion.  In  1908  the  legislature  created  the  highway  department 
headed  by  the  highway  commission.  The  new  department  received 
control  of  construction  and  maintenance  on  the  two  highway  sys¬ 
tems  and  also  the  power  to  supervise  town  highway  work.  The 
principal  changes  of  policy  introduced  by  the  commission  were  the 
adoption  of  a  more  permanent  type  of  construction  and  the  estab¬ 
lishment  of  systematic  highway  maintenance. 

Construction  work  was  carried  on  rapidly  from  the  proceeds  of 
the  $50,000,000  bond  issue.  By  1912  this  fund  had  been  largely 
exhausted.  A  second  bond  issue  of  $50,000,000  was  therefore  sub¬ 
mitted  to  the  voters  and  approved.  To  these  sums  was  added  in 
1917  the  state’s  share  of  federal  highway  aid.  Following  the  war 
the  remaining  bond  funds  were  quickly  expended  and  construc¬ 
tion  was  continued  from  taxation.  The  original  state  and  county 
systems  have  been  brought  nearly  to  completion.  By  the  end  of 
1924  a  total  of  9,441  miles  of  highway  had  been  constructed.  In 
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addition,  a  considerable  mileage  has  been  virtually  reconstructed  to 
meet  the  new  conditions  of  highway  traffic.  Recent  construction 
has  been  characterized  by  a  larger  use  of  concrete  instead  of 
macadam  on  the  principal  thoroughfares,  thus  greatly  increasing 
the  expense.  The  following  table  shows  the  total  mileage  of  im¬ 
proved  state  and  county  highways  by  two  year  periods:1 

Miles 


1908 

1910 

1912 

1914 

1916 

1918 

1920 

1922 

1924 


1,787 

2,397 

3,578 

5,201 

6,434 

7,066 

7,459 

8,981 

9,441 


As  the  state  and  county  highway  system  neared  completion  the 
state  began  to  give  greater  attention  to  the  improvement  of  local 
highways.  In  1916  the  legislature  provided  for  the  return  of  part 
of  the  motor  vehicle  tax  to  the  counties  for  local  use.  In  1920  it 
also  authorized  a  grant  of  $30  per  mile  to  each  county  raising  an 
equal  sum  for  road  improvement.  As  practically  all  of  the  coun¬ 
ties  have  taken  full  advantage  of  this  law,  about  $2,400,000  have 
been  added  to  the  volume  of  state  highway  aid,  bringing  the  total 
to  $4,956,024  in  1924. 

Modernization  of  Prisons 

In  the  field  of  institutional  care  the  chief  problem  in  recent 
years  has  been  the  modernization  of  the  plant  and  its  expansion  to 
meet  the  normal  increase  in  the  number  of  inmates.  In  the  case 
of  corrections  principal  attention  has  been  given  to  the  necessity 
of  replacing  the  older  prison  structures  with  more  sanitary  and 
healthful  buildings.  Auburn  and  Sing  Sing  were  both  founded 
a  century  ago  when  prison  methods  were  very  different  and  the 
treatment  of  convicts  was  harsh  to  say  the  least.  Clinton  also 
dates  from  the  first  half  of  the  nineteenth  century.  Several  in¬ 
vestigations  of  prisons  have  been  made  and  the  abandonment  of  the 
older  buildings  has  been  recommended  a  number  of  times,  but  no 
such  sweeping  reconstruction  has  occurred.  One  new  prison, 
Great  Meadows,  has  been  erected  since  1900,  but  its  full  capacity 
has  only  recently  become  available  owing  to  delay  in  providing  for 
the  completion  of  prison  walls  and  the  establishment  of  necessary 
workshops.  A  second  prison  was  begun  at  Wingdale,  but  was 
turned  over  to  the  hospital  commission  in  1924  for  development  as 
an  institution  for  the  insane.  Considerable  new  construction  has 
also  taken  place  at  Sing  Sing  with  a  view  to  modernizing  the  plant. 

i  The  figures  are  from  the  annual  reports  of  the  state  highway  commis¬ 
sioner.. 
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One  new  reformatory  for  women  was  completed  at  the  opening  of 
the  period  and  another  converted  into  a  reform  school  for  girls. 
More  recently  the  Napanoch  Reformatory  for  men  was  made  an 
institution  for  feebleminded  convicts. 

Enlargement  of  Institutions  for  Insane  and  Feebleminded 

The  greatest  problem  of  new  construction  has  arisen  in  the  case 
of  the  care  of  the  insane.  Since  1900  the  average  daily  population 
of  state  hospitals  has  risen  from  21,815  to  38,382,  or  on  the  average 
about  690  a  year.  Construction  is  therefore  a  continuous  neces¬ 
sity.  It  has  not,  however,  kept  pace  with  the  increase  in  the  num¬ 
ber  of  inmates.  Between  1900  and  1924  the  capacity  of  the  hos¬ 
pitals  increased  from  20,256  to  30,837,  yet  in  the  latter  year  the 
average  daily  population  exceeded  the  certified  capacity  of  the 
system  by  7,545.  The  Ward’s  Island  fire  served  to  direct  attention 
to  the  whole  problem  of  institutional  plant,  including  the  improve¬ 
ment  of  the  older  buildings,  some  of  which  were  erected  a  half 
century  ago.  The  immediate  outcome  of  this  catastrophe  was 
the  $50,000,000  bond  issue  for  new  institutions,  approved  by  the 
voters  in  1923.  No  doubt  it  was  also  in  part  responsible  for  the 
$100,000,000  bond  issue  authorized  in  1925. 

Since  1900  the  problem  of  the  feebleminded  has  commanded 
greater  attention  than  in  previous  years.  As  a  result  of  numerous 
special  studies  and  a  large  amount  of  publicity  the  public  has  been 
awakened  to  the  importance  of  greater  supervision  of  this  class  of 
defectives.  In  1915  an  elaborate  investigation  of  the  problem  was 
made  by  a  special  commission.  The  number  of  feebleminded 
within  the  state  has  been  estimated  at  about  35,000.  One  new  in¬ 
stitution  for  the  feebleminded  has  been  opened  since  1900,  Letch- 
worth  Village,  and  the  number  of  inmates  has  increased  from  1,283 
to  5,831. 

Some  noteworthy  changes  have  taken  place  in  the  administrative 
machinery  for  the  control  of  institutions  since  1900.  In  1902  the 
fiscal  supervisor  of  state  charities  was  created  to  have  charge  of 
purchasing  and  the  financial  administration  of  institutions  other 
than  prisons  and  hospitals  for  the  insane.  In  1922  this  office  was 
replaced  by  the  department  of  purchase  which  was  given  control 
over  purchasing  for  all  institutions.  In  1919  the  commission  for 
mental  defectives  was  established  to  supervise  institutions  for  the 
feebleminded. 

Educational  Development 

A  number  of  important  developments  have  characterized  the  last 
twenty-five  years  in  the  field  of  state  educational  activity.  The 
first  noteworthy  change  was  the  consolidation  of  supervisory 
agencies  into  a  single  department  of  education  in  1904.  Prior  to 
this  date  the  department  of  public  instruction  had  been  responsible 
for  the  supervision  of  elementary  schools  and  the  board  of  regents 
had  the  oversight  of  secondary  education.  In  the  case  of  public 
high  sehmh  mrm  duplication  of  authority  existed.  To  elimimts 
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the  possibility  of  friction  and  to  secure  a  unified  direction  of  public 
instruction,  educators  urged  the  consolidation  of  the  two  agencies 
to  form  a  single  department.  In  the  new  department,  the  board 
of  regents  acts  in  general  as  a  rule-making  agency  and  the  com¬ 
missioner  of  education,  appointed  by  it,  serves  as  the  administra¬ 
tive  head.  Since  this  reorganization,  state  school  supervision  has 
grown  considerably  more  elaborate.  In  particular  the  state  has 
interested  itself  in  the  promotion  of  the  newer  forms  of  educational 
activity  such  as  extension  work,  evening  classes,  and  Americaniza¬ 
tion. 

Although  New  York  has  not  entered  the  domain  of  higher 
education  to  such  a  degree  as  middlewestern  states  have  done,  it 
has  in  recent  years  participated  in  the  development  of  technical 
and  vocational  education.  In  1894  the  state  established  the 
Veterinary  College  at  Cornell  University.  In  1904  it  created  the 
College  of  Agriculture,  also  connected  with  Cornell,  and  in  1911 
it  provided  for  the  College  of  Forestry  at  Syracuse  University. 
Each  of  these  institutions  is  owned  and  supported  by  the  state, 
but  administered  as  a  part  of  the  university  to  which  it  is 
attached.  The  state  has  also  established  six  agricultural  schools 
of  academic  grade.  These  schools  are  managed  by  separate  boards 
of  trustees  subject  to  direction  by  the  department  of  education. 
In  addition  the  state  supports  a  school  of  ceramics  at  Alfred 
University.  While  no  new  state  schools  for  defective  children 
have  been  set  up  in  recent  decades,  the  state  has  increased  its 
provision  for  the  support  of  indigent  children  in  private  institu¬ 
tions  for  the  deaf,  dumb  and  blind.  Previous  to  1923,  this  burden 
fell  chiefly  upon  the  counties.  Now  the  state  assumes  practically 
the  entire  expense. 

The  most  striking  change  in  state  educational  policy  in  recent 
years  has  taken  place  in  the  matter  of  state  aid.  For  fifty  years 
preceding  the  war  very  little  change  was  made  in.  the  volume  of 
state  aid,  but  since  1919  the  expenditure  for  this  purpose  has  in¬ 
creased  from  $7,616,000  to  $39,558,000  in  1924.  In  1919  and  1920 
the  state  took  the  initiative  in  enforcing  a  readjustment  of 
teachers’  salaries  to  meet  the  increased  cost  of  living.  To  lighten 
the  burden  upon  the  local  governments  the  legislature  radically  in¬ 
creased  state  aid  for  salary  purposes,  providing  for  grants  varying 
from  $300  to  $700  per  teacher  according  to  the  wealth  and  popula¬ 
tion  of  the  district  concerned.  In  1925  a  further  change  was  made 
in  deference  to  a  demand  for  a  more  equitable  division  of  the  cost 
of  instruction  throughout  the  state.  By  this  measure  about  $10,- 
000,000  was  added  to  the  volume  of  state  aid.  This  raises  the 
state’s  contribution  to  about  one-quarter  of  the  cost  of  primary 
and  secondary  education. 

Increased  Regulation 

The  practice  of  administrative  regulation  has  been  extended  in 
numerous  directions  since  1900.  In  the  case  of  bank  and  insur¬ 
ance  supervision  the  principal  features  of  the  system  had  been 
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worked  out  before  the  opening  of  the  century,  but  its  actual  opera¬ 
tion  was  not  wholly  satisfactory.  The  life  insurance  scandal. of 
1905  revealed  surprising  abuses  in  the  conduct  of  that  business  as 
well  as  great  laxity  on  the  part  of  the  insurance  department.  This 
exposure  led  to  the  enactment  of  much  more  stringent  insurance 
legislation  and  an  increase  in  the  state  examining  force.  The 
panic  of  1907  likewise  caused  some  changes  in  bank  regulation. 
The  banking  law  was  revised  and  the  powers  of  the  banking  de¬ 
partment  somewhat  enlarged.  In  this  case  also  the  examining 
staff  has  been  increased. 

Public  Utilities 

The  most  important  development  in  state  regulation  occurred  in 
the  case  of  public  utility  companies.  The  old  railroad  commission 
had  proved  ineffective  in  dealing  with  transportation  and  it  had 
no  control  over  the  bulk  of  municipal  utilities.  The  decade  be¬ 
tween  1900  and  1910  was  characterized  by  tremendous  interest  in 
utility  regulation  the  country  over.  The  exploits  of  certain  rail¬ 
way  magnates  aroused  popular  apprehension.  To  this  were  added 
the  disclosures  of  various  investigations,  revealing  the  persistence 
of  old  abuses.  Out  of  this  awakening  came  the  movement  for 
utility  regulation.  New  York  was  one  of  the  first  states  to  act. 
In  1907  the  public  service  commissions  law  was  passed  creating 
two  commissions  with  power  to  regulate  railroads,  street  railways, 
gas  and  electric  companies.  Telephone  and  telegraph  companies 
and  some  smaller  utilities  were  subsequently  added.  The  powers 
of  the  commissions  were  broad,  including  the  regulation  of  rates 
and  services,  and  the  authorization  of  increases  in  capitalization 
and  the  undertaking  of  new  enterprises  and  extensions.  The  com¬ 
missions  were  also  assigned  control  over  grade  crossing  elimination 
work,  and  the  commission  for  the  first  district  was  made  respon¬ 
sible  for  rapid  transit  development  in  New  York  City.  In  1921 
the  two  commissions  were  united.  The  control  of  transit  develop¬ 
ment  has  subsequently  been  largely  transferred  to  the  city. 

Labor 

While  labor  regulation  had  been  introduced  prior  to  1900,  its 
principal  development  has  come  about  since  that  time.  In  1901 
the  bureau  of  labor  statistics,  the  bureau  of  factory  inspection, 
and  the  board  of  arbitration  and  mediation  were  joined  to  form 
the  department  of  labor.  Except  for  the  gradual  increase  in  the 
size  of  the  inspection  force  few  changes  were  made  until  after  1910. 
In  1911  the  Triangle  Waist  Company  fire,  in  which  145  lives  were 
lost,  directed  public  attention  to  the  necessity  of  more  stringent 
regulation  of  working  conditions.  A  factory  investigation  com¬ 
mission  was  created  and  made  a  monumental  study  of  the  labor 
problem.  On  the  basis  of  its  recommendations  the  labor  law  was 
entirely  rewritten  in  1912  and  1913,  more  elaborate  provision  for 
safety  required,  and  the  department  of  labor  reorganized.  Among 
the  principal  administrative  changes  were  the  creation  of  the 
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industrial  board  with  broad  regulatory  powers  and  the  enlargement 
of  the  inspection  force.  This  reorganization  was  followed  by  far 
more  liberal  financial  support.  Workmen’s  compensation  was  also 
introduced  in  1913. 

Agriculture 

As  in  the  department  of  labor,  so  in  the  department  of  agricul¬ 
ture,  regulatory  activity  has  expanded  since  1900.  The  most  im¬ 
portant  addition  has  had  to  do  with  the  eradication  of  bovine 
tuberculosis,  a  matter  previously  assigned  to  the  board  of  health. 
In  spite  of  considerable  rural  opposition,  this  has  become  in  the 
last  decade  the  leading  task  of  the  department,  judged  by  the  ex¬ 
penditure  involved.  Other  changes  include  the  regulation  of  cold 
storages,  the  licensing  and  supervision  of  commission  dealers,  the 
enforcement  of  pure  food  laws  and  increased  control  over  dairying. 
In  general  the  growth  of  agricultural  regulation  may  be  attributed 
to  greater  public  insistence  on  a  healthful  food  supply  and  to  the 
desire  to  protect  the  farmer  in  his  relations  with  the  dealer.  Con¬ 
siderable  attention  has  been  given  to  the  problem  of  marketing. 
While  the  work  of  regulation  has  increased,  the  developmental  side 
of  agricultural  activity  has  expanded.  In  1923  the  two  were  par¬ 
tially  separated  by  the  transfer  of  the  experiment  station  from 
the  department  of  farms  and  markets  to  Cornell  University. 

Health  Service 

The  last  twenty-five  years  have  witnessed  a  great  increase  in 
state  health  activity.  In  1900  two  hospitals  were  established,  the 
hospital  for  the  treatment  of  incipient  pulmonary  tuberculosis 
and  the  hospital  for  crippled  and  deformed  children.  About  the 
same  time  the  health  department  took  over  the  cancer  laboratory 
at  the  University  of  Buffalo,  which  has  since  been  developed  into 
the  Institute  for  the  Study  of  Malignant  Diseases.  The  state  also 
undertook  the  manufacture  of  anti-toxin.  The  real  growth  of 
health  activity,  however,  dates  from  1913.  As  a  result  of  a  special 
investigation  the  whole  department  was  overhauled  in  that  year 
and  its  powers  and  organization  very  much  enlarged.  A  public 
health  council  was  created  with  extensive  regulatory  authority, 
and  a  body  of  district  sanitary  supervisors  was  provided  to  over¬ 
see  local  health  activity.  Among  the  important  features  of  the 
department’s  work  in  recent  years  have  been  public  health  educa¬ 
tion,  a  campaign  against  tuberculosis,  and  the  promotion  of  ma¬ 
ternity  and  child  hygiene.  Since  the  war,  venereal  disease  work 
has  been  added.  On  the  other  hand  the  oldest  health  agency  of 
the  state,  the  quarantine  station  at  New  York  City,  has  been  trans¬ 
ferred  to  the  national  government. 

Conservation 

As  in  the  case  of  public  health,  popular  interest  in  conservation 
is  of  comparatively  recent  origin.  The  purchase  of  forest 
land  had  begun  in  the  nineties,  but  it  was  not  till  1901  that 
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reforestation  was  undertaken,  nor  until  1909  that  a  corps  of  rangers 
was  established  for  the  protection  of  the  forests.  The  latter  step 
was  the  immediate  outcome  of  costly  fires  in  the  preceding  year. 
Park  development  has  engaged  particular  attention.  Large  tracts 
have  been  added  to  the  Catskill  and  Adirondack  parks  and  numer¬ 
ous  smaller  parks  have  been  created.  The  largest  of  these  are  the 
Palisades  Interstate  Park  and  the  Allegheny  State  Park.  Another 
phase  of  conservation  that  has  evoked  considerable  interest  has 
been  the  problem  of  water  power  development.  The  undeveloped 
power  resources  of  the  state  have  been  estimated  at  1,500,000 
horsepower  of  which  400,000  horsepower  are  clearly  controlled  by 
the  state.  A  water  power  commission  has  been  created  to  super¬ 
vise  such  development  as  may  be  authorized. 

Recently  Established  Agencies 

Scarcely  a  single  branch  of  the  state  administration  has  passed 
through  the  last  twenty-five  years  without  material  change. 
Beside  the  activities  already  described,  a  few  independent  agen¬ 
cies  have  come  into  being.  Of  these  the  state  police,  established 
in  1917,  is  the  most  important.  On  the  other  hand  a  few  activities 
have  been  abandoned.  The  most  costly  of  these  was  the  office  of 
superintendent  of  elections,  abolished  in  1922.  The  general  ex¬ 
pansion  of  state  activity  during  the  period  necessarily  has  pro¬ 
duced  a  vast  increase  in  the  volume  of  expenditures  and  required 
the  introduction  of  new  forms  of  taxation.  This  process  in  turn 
has  contributed  to  the  growth  of  administrative  machinery.  The 
motor  vehicle  bureau  was  erected  in  1910,  and  the  income  tax 
bureau  in  1919.  In  addition  the  comptroller’s  office  was  con¬ 
siderably  enlarged  for  the  handling  of  corporation  taxes.  In  1921 
a  general  reorganization  of  tax  administration  resulted  in  the 
transfer  of  these  agencies  to  the  tax  commission. 

CONCLUSIONS  RELATIVE  TO  THE  PROCESS  OF  STATE 

DEVELOPMENT 

From  this  examination  it  is  apparent  that  the  growth  of  state 
functions  is  not  a  recent  development.  It  is,  in  fact,  the  result 
of  a  process  of  governmental  expansion  which  has  been  going  on 
for  more  than  a  century  with  increased  rapidity  during  the  last 
fifty  years.  Contrary  to  common  belief  the  bulk  of  state  func¬ 
tions,  even  including  the  major  fields  of  regulation,  are  not  inno¬ 
vations  of  the  last  twenty-five  years,  but  had  their  beginnings  in 
the  nineteenth  century.  As  a  matter  of  fact  the  years  between 
1880  and  1900  were  the  period  of  greatest  diversification  of  state 
activity.  The  twentieth  century  has  been  more  largely  character¬ 
ized  by  intensive  development  within  fields  already  entered  in 
preceding  decades.  Even  in  the  cases  of  highway  improvement, 
health  administration,  factory  and  utility  regulation,  all  of  which 
have  greatly  increased  in  importance  in  recent  years,  the  founda¬ 
tions  had  been  laid  before  the  opening  of  the  present  century. 


50 


Report  of  Special  Joint  Committee 


Economic  and  Social  Development  Largely  Responsible 

When  the  question  is  asked,  “Why  have  governmental  func¬ 
tions  increased  ?”  the  answer  must  largely  be  found  in  the  social 
and  economic  development  of  the  state.  As  has  already  been 
pointed  out,  the  greatest  expansion  of  state  functions  has  taken 
place  since  1880,  the  year  which  marks  the  transfer  of  the  bal¬ 
ance  of  population  from  the  rural  to  the  urban  districts.  With¬ 
out  doubt  the  change  in  economic  organization  and  the  progress 
of  urbanization  have  been  basically  responsible  for  most  of  the 
increase  in  administrative  activity  and  for  a  vital  modification 
of  the  popular  viewpoint  as  to  government.  The  extreme  indi¬ 
vidualism  of  the  middle  of  the  nineteenth  century  has  given  way 
to  a  greater  desire  to  utilize  the  machinery  of  government  in  the 
solution  of  common  problems.  Furthermore,  the  growth  of  scien¬ 
tific  knowledge  as  to  the  nature  of  some  of  these  problems  has 
enforced  the  belief  that  collective  action  affords  the  greatest 
likelihood  of  their  solution.  For  example,  the  so-called  humani¬ 
tarian  movement  of  recent  decades,  which  has  helped  to  increase 
the  work  of  the  state,  is  largely  but  a  substitution  of  collective 
action  for  individual  charity  in  the  relief  of  the  unfortunate. 

Pressure  Groups  Influence  Growth  of  State  Functions 

While  development  has  been  continuous,  viewing  the  administra¬ 
tion  as  a  whole,  an  examination  of  any  particular  field  of  activity 
clearly  indicates  that  growth  is  not  a  gradual  process  of  expan¬ 
sion  but  is  in  reality  a  succession  of  sudden  changes  in  response 
to  outside  pressure.  State  administration  has  not  unfolded  in 
accordance  with  any  preconceived  plan,  whether  of  an  official,  a 
party,  or  a  legislature.  Instead  its  development  has  been  pri¬ 
marily  conditioned  by  pressure  from  without  governmental 
circles.  Taxpayers,  commercial  interests,  railroad  companies, 
labor  unions,  farm  organizations,  automobile  associations,  humani¬ 
tarian  societies,  all  have  wielded  an  influence  in  the  growth  of 
state  functions.  On  some  occasions  public  opinion  as  a  whole  has 
been  directed  toward  the  accomplishment  of  a  given  end. 

How  does  such  pressure  come  to  be  focused  upon  a  particular 
change  ?  Oftentimes  the  gradual  or  sudden  modification  of  condi¬ 
tions  affecting  the  interests  of  a  given  group  or  class  of  citizens 
leads  to  a  concerted  demand  for  action.  Thus  the  inroads  of 
oleomargarine  into  the  butter  trade  in  the  seventies  and  eighties 
caused  a  reaction  on  the  part  of  farmers  and  dairymen’s  asso¬ 
ciations  which  produced  the  oleomargarine  law  and  the  creation 
of  the  state  dairy  commissioner.  Similarly,  railroad  abuses  in  the 
seventies  led  commercial  organizations  to  demand  an  investiga¬ 
tion  and  the  introduction  of  railroad  regulation.  Again,  in  1900 
the  decline  of  trade  through  New  York  City  brought  these  same 
commerical  organizations  into  the  field  to  lead  the  movement  for 
the  construction  of  the  Barge  Canal.  It  cannot  be  doubted  that 
the  growth  of  a  body  of  automobile  owners  actively  interested  in 
road  improvement  had  much  to  do  with  the  development  of  the 
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state  highway  system.  Nor  is  there  any  question  but  that  the 
growth  of  the  working  class  and  the  rapid  rise  of  labor  unions  in 
the  eighties  were  responsible  for  the  establishment  of  the  bureau 
of  labor  statistics  and  the  interest  of  the  legislature  in  factory 
legislation.  Such  examples  can  be  multiplied,  but  they  serve 
only  to  illustrate  what  should  be  an  obvious  fact,  namely,  that  the 
growth  of  governmental  activity  follows  the  appearance  of  a 
demand,  which  may  normally  be  expected  to  arise  from  a  group 
of  citizens  conscious  that  their  interests  are  vitally  affected. 

Investigation  As  a  Factor  in  Development 

In  many  cases  the  movement  which  produces  change  is  itself 
the  result  of  governmental  investigation.  In  some  instances,  as 
for  example,  the  life  insurance  investigation,  a  brief  but  spec¬ 
tacular  inquiry  suffices  to  focus  public  attention  upon  a  needed 
reform.  In  many  cases,  however,  popular  interest  is  the  result  of 
continued  investigation  and  study.  Both  the  bureau  of  labor 
statistics  and  the  department  of  health  have  contributed  to  devel¬ 
opment  in  their  respective  fields  by  the  education  of  the  com¬ 
munity  as  to  needs  that  exist.  In  a  similar  manner  the  board  of 
charities  has  unquestionably  played  an  important  role  in  the 
growth  of  state  welfare  activity  during  the  last  half  century. 

Catastrophies  and  Change  in  Governmental  Policy 

Not  infrequently  a  single  untoward  event  has  accomplished 
more  than  months  or  years  of  patient  effort  in  focusing  public 
opinion  upon  a  specific  reform.  To  illustrate,  the  Triangle  Waist 
Company  fire  in  1911  produced  a  popular  reaction  which  com¬ 
pletely  reorganized  state  factory  regulation.  The  Ward’s  Island 
fire  was  immediately  responsible  for  the  adoption  of  the  $50,000,- 
000  bond  issue  for  state  institutions  in  1923.  The  life  insurance 
scandal  of  1905  and  the  panic  of  1907  both  directed  attention  to 
the  necessity  of  changes  in  the  regulatory  system.  Thus,  a  single 
calamity  sometimes  brings  about  important  changes  in  govern¬ 
mental  policy. 
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Between  1850  and  1924  the  annual  state  expenditures  increased 
from  $2,011,000  to  $146,283,000.  These  figures  indicate  a  sweep¬ 
ing  change  in  governmental  costs  and  a  truly  remarkable  growth 
of  state  activities.  Measured  in  dollars,  most  of  this  increase  came 
about  within  the  last  twenty  years ;  in  fact,  the  greater  part  took 
place  within  the  last  decade.  Yet  it  would  be  quite  erroneous 
to  assume,  as  has  so  often  been  done,  that  recent  decades  have 
witnessed  a  revolutionary  change  in  the  rate  of  governmental 
expansion.  If  one  examines  the  whole  seventy-five  year  period, 
it  is  apparent  that  the  growth  of  expenditures  is  nothing  new,  nor 
is  the  rate  of  increase  within  the  last  two  decades  so  extraordinary 
as  it  seems.  In  reality  the  growth  of  expenditures  has  been  a  con¬ 
tinuous  process  and  one  which  has  gone  on  with  considerable  regu¬ 
larity  viewing  the  period  as  a  whole.  An  examination  of  Chart 
4  reveals  this  fact. 

In  this  chart  and  in  Table  4,  on  which  it  is  based,  the  term 
“operating  expenditures ’ ’  embraces  all  governmental  costs  exclu¬ 
sive  of  debt  service,  outlay,  investments,  refunds,  and  expendi¬ 
tures  from  bond  funds.  It  is  not  confined  to  the  general  fund, 
but  includes  the  canal  fund  and  various  school  funds  as  well. 
It,  therefore,  represents  the  cost  of  supplying  current  govern¬ 
mental  services.  The  term  “total  expenditures ’ ’  covers  “operat¬ 
ing  expenditures”  and  debt  service  and  outlay  in  so  far  as  the 
latter  items  are  met  from  taxation  and  miscellaneous  revenue. 
Debt  service  and  outlay  financed  from  canal  earnings  have  not 
been  included  as  they  constitute  no  burden  upon  the  taxpayer 
and  are  not  needed  in  showing  the  cost  of  current  services. 

[55] 
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CHART  4.  TOTAL  EXPENDITURES  AND  OPERATING  EXPENDITURES  OF  NEW  YORK  STATE  GOVERNMENT 

FROM  1850  TO  1925. 

Showing  amounts  in  actual  dollars  and  amounts  adjusted  to  the  price  level  of  1913. 


TABLE  4 

State  Expenditures,  1850-1924 
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Rate  of  Expenditure  Growth 

An  examination  of  this  table  and  chart  indicates  that  actual 
expenditures  have  increased  in  every  decade  since  the  middle  of 
the  nineteenth  century  except  between  1870  and  1880.  This  one 
break  in  the  upward  movement  of  expenditures  is  explainable  by 
the  decline  of  prices  during  that  decade  and  the  strict  retrench¬ 
ment  enforced  by  the  depression  following  the  panic  of  1873. 
With  this  exception,  however,  the  period  has  been  characterized  by 
a  continuous  increase  in  state  expenditures.  The  rate  of  increase 
is  shown  by  the  graph.  As  this  graph  is  plotted  on  a  logarithmic 
scale,  it  primarily  serves  to  indicate  rate  rather  than  amount  of 
growth.  Equal  increases  in  vertical  distance  upon  the  graph 
within  equal  intervals  of  time  signify  equal  rates  of  increase  in 
expenditures.  The  rate  of  growth  has  varied  considerably  from 
decade  to  decade.  Nevertheless,  if  one  eliminates  the  periods  of 
war  time  price  readjustment,  a  fairly  consistent  trend  in  actual 
expenditures  can  be  observed.  Particularly  is  this  true  as  to 
operating  expenditures  in  the  years  between  1880  and  1915.  Tak¬ 
ing  the  thirty-five  year  interval  as  a  whole,  the  average  rate  of 
increase  in  operating  expenditures  was  5.3  per  cent  per  annum, 
or  29.6  per  cent  for  a  five  year  interval.  Of  course,  the  period 
was  not  without  marked  fluctuations  in  growth.  Between  1890 
and  1900  the  rate  of  increase  rose  much  above  the  average  and 
between  1900  and  1905  it  lagged  below.  These  variations  were 
largely  due  in  the  first  case  to  the  inauguration  of  complete  state 
care  of  the  insane,  and  in  the  second,  to  a  brief  pause  in  the  ex¬ 
pansion  of  state  activities. 

Since  1915  the  growth  of  expenditures  has  been  more  rapid 
than  in  the  preceding  years,  yet  if  one  compares  the  last  decade  with 
the  decade  of  the  Civil  War  a  striking  similarity  will  be  dis¬ 
covered.  Between  1860  and  1870  total  expenditures  increased 
201  per  cent.  In  the  ten  years  between  1914  and  1924  the  growth 
amounted  to  173  per  cent.  Operating  expenditures  rose  138  per 
cent  during  the  decade  beginning  with  the  Civil  War,  and  183 
per  cent  in  the  decade  opening  with  the  World  War.  It  thus 
appears  that  the  rate  of  increase  in  total  expenditures  was  some¬ 
what  greater  in  the  earlier  period  while  the  growth  of  operating 
expenditures  was  more  rapid  in  the  last  decade.  In  both  periods 
the  rate  of  increase  was  considerably  above  that  of  other  decades. 
The  causes  are  not  very  different  in  the  two  cases.  Price  inflation 
was  a  leading  factor  in  both  periods.  Additional  school  aid  also 
figured  prominently  in  both  decades,  as  did  the  expansion  of  state 
services  in  post-war  years.  In  the  case  of  total  expenditures,  debt 
service  upon  the  military  bounty  debt  played  a  very  important 
part  in  the  years  following  the  Civil  War. 

Necessity  of  Considering  Purchasing  Power  of  Dollar 

Although  it  is  customary  in  discussing  the  recent  growth  of 
governmental  costs  to  deal  only  with  actual  expenditures  in  dol¬ 
lars,  it  should  be  perfectly  obvious  that  these  do  not  provide  a 
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fair  basis  for  comparing  the  present  with  the  past  or  estimating 
the  probable  trend  of  the  future.  It  is  not  dollars  expended,  but 
the  purchasing  power  which  they  represent,  that  really  counts. 
This  fact  cannot  be  too  strongly  emphasized  in  view  of  the  extra¬ 
ordinary  price  changes  of  the  last  decade  and  the  frequent  failure 
of  critics  to  take  them  into  consideration  in  condemning  the 
recent  growth  of  governmental  costs.  In  a  period  such  as  the 
one  since  1850,  crossed  as  it  is  by  two  great  waves  of  price 
inflation  and  a  hollow  of  very  low  prices,  a  study  of  state 
expenditures  must  necessarily  recognize  the  fluctuations  in  the 
purchasing  power  of  the  dollar.  Taking  1913  as  100,  the  whole¬ 
sale  price  index  compiled  by  the  United  States  bureau  of  labor 
statistics  shows  that  prices  stood  at  90  in  1850.  During  the  first 
ten  years  little  change  occurred,  but  in  the  succeeding  decade 
prices  rose  from  88  to  1860  to  a  maximum  of  190  in  1865.  In 
1870  the  index  registered  125.  As  a  result  of  business  depression, 
prices  fell  sharply  in  the  seventies  till  they  reached  94  in  1880. 
A  further  decline  brought  the  index  number  down  to  80  in  1890, 
after  which  another  depression  carried  it  to  70  in  1895.  There¬ 
after  prices  gradually  increased.  In  1900  the  index  number  was 
again  80 ;  in  1905,  86 ;  and  in  1910,  101.  Between  1910  and  1915 
little  change  took  place,  but  from  the  latter  year  prices  swung 
rapidly  upward  till  the  index  reached  226  in  1920.  Subsequent 
deflation  brought  the  standard  back  to  150  in  1924. 

Obviously,  such  fluctuations  in  prices  cannot  but  have  the 
utmost  importance  in  tracing  the  course  of  governmental  expendi¬ 
tures.  In  order  to  eliminate  this  variable  in  so  far  as  possible, 
expenditures  have  also  been  expressed  in  terms  of  the  purchasing 
power  of  the  1913  dollar,  using  the  wholesale  price  index  of  the 
bureau  of  labor .  statistics  for  the  purpose.  Though  it  must  be 
admitted  that  the  wholesale  price  index  is  not  a  perfect  measure 
when  applied  to  state  expenditures,  particularly  in  times  of  rapid 
price  readjustment,  it  is  the  only  standard  available  over  a  long 
period  of  years.  Furthermore,  it  is  on  the  whole  a  fair  indication 
of  the  purchasing  power  of  governmental  expenditures.  When 
price  movements  are  violent,  however,  it  is  to  be  expected  that 
variations  in  the  value  of  the  government’s  dollar  will  lag  some¬ 
what  behind  the  course  of  prices  generally.  This  is  largely  due 
to  the  notorious  slowness  with  which  public  salaries  are  read¬ 
justed.  Because  of  this  fact  the  wholesale  price  index  has  not 
been  used  in  adjusting  expenditures  for  the  years  since  1915. 
Instead,  a  special  index  has  been  applied.1 

Increase  in  Purchasing  Power  of  Expenditures 

An  examination  of  state  expenditures  adjusted  in  accordance 
with  the  purchasing  power  of  the  1913  dollar  throws  a  different 
light  upon  the  growth  of  governmental  costs.  It  is  a  striking 
fact  that  state  expenditures  in  1920  were  scarcely  larger  than 

i  This  index  was  computed  by  Clarence  Heer  on  the  basis  of  a  detailed 
study  of  New  York  State  expenditures  during  the  period  from  1916  to  1924. 
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those  in  1915  when  allowance  is  made  for  the  decline  in  the  value 
of  the  public  dollar.  Though  operating  expenditures  rose  $71,- 
500,000  between  1915  and  1924  in  actual  amount,  in  purchasing 
power  the  increase  was  only  $30,300,000.  The  rise  in  actual 
operating  expenditures  was  158  per  cent,  while  the  increase  in 
purchasing  power  was  only  67  per  cent.  In  fact,  if  one  compares 
the  period  since  1915  with  the  period  since  1850  as  a  whole,  it  is 
apparent  that  the  increase  within  recent  years  was  not  so  greatly 
in  excess  of  the  average  rate  of  growth  for  the  whole  period  as  is 
popularly  supposed.  Applying  the  average  rate  of  expansion 
prevailing  since  1850,  the  increase  in  the  purchasing  power  of 
state  operating  expenditures  for  the  nine  years  between  1915  and 
1924  would  have  been  50  per  cent  rather  than  67  per  cent. 


TABLE  5 

Comparison  of  Actual  and  Adjusted  State  Expenditures,  1924 


Actual 

Expenditures 

Expendi¬ 
tures 
on  basis 
of  1913 
price  level 

What  ex¬ 
penditures 
would  have 
been  on 
basis  of 
adjusted 
trend  from 
1850  to  1924 

Operating  expenditures . 

$116,800,000 

146,300,000 

158 

157 

$75,200,000 

94,200,000 

67 

67 

$66,500,000 

79,800,000 

50 

19 

Total  expenditures . 

Per  cent  of  increase  in  operating 
expenditures  over  1915 . 

Per  cent  of  increase  in  total  expendi¬ 
tures  over  1915 . 

A  similar  examination  shows  that  the  abnormal  rise  in  actual 
expenditures  between  1860  and  1870  was  to  no  small  degree  due  to 
price  inflation.  It  is  not  without  interest  to  discover  that  the  high¬ 
est  rate  of  decennial  increase  in  corrected  operating  expenditures 
occurred  neither  during  the  decade  of  the  Civil  War  nor  during 
the  last  ten  years,  but  rather  between  1890  and  1900  when  the 
growth  exceeded  80  per  cent.  Another  noteworthy  difference 
between  actual  and  corrected  expenditures  is  found  in  the  decade 
from  1870  to  1880.  In  spite  of  the  fact  that  actual  expenditures 
declined  during  these  years  a  very  substantial  increase  is  evident 
when  allowance  is  made  for  the  change  in  the  purchasing  power 
of  the  dollar. 

Consistent  Trend  of  Expenditures 

When  price  fluctuations  are  eliminated,  the  growth  of  state 
expenditures  has  followed  a  consistent  course  throughout  the 
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period  since  1850.  Taking  the  period  as  a  whole,  operating  ex¬ 
penditures  have  been  increasing  4.6  per  cent  per  year,  or  57  per 
cent  per  decade. 

TABLE  6 

Rate  of  Increase  in  State  Expenditures 


Actual  Expendi¬ 
tures, 
1880-1915 

Expenditures  Ad¬ 
justed  AS  TO 
Price,  1880-1915 

Expenditures  Ad¬ 
justed  AS  TO 
Price,  1850-1924 

Per  cent, 
anuual 

Per  cent, 
decennial 

Per  cent, 
annual 

Per  cent, 
decennial 

Per  cent, 
annual 

Per  cent, 
decennial 

Operating  expendi¬ 
tures . 

5.3 

68.0 

4.8 

58.7 

4.6 

57.1 

Total  expenditures. . 

5.1 

64.6 

4.6 

57.3 

4.5 

55.4 

While  the  graph  of  corrected  operating  expenditures  plainly 
shows  the  general  trend,  a  few  marked  fluctuations  in  the  rate  of 
increase  should  be  noted.  The  first  is  the  extraordinarily  rapid 
growth  in  the  nineties  followed  by  a  plateau  between  1900  and 
1905,  which  has  already  been  explained.  The  second  is  the  prac¬ 
tical  cessation  of  development  between  1915  and  1920,  which  gave 
way  to  a  sudden  upward  swing  in  succeeding  years.  Had  the 
graph  been  plotted  by  yearly  intervals  rather  than  by  five  year 
periods,  it  would  be  found  that  the  post-war  readjustment  of 
expenditures  largely  came  about  between  1919  and  1922  and  that 
growth  since  1922  has  followed  a  more  normal  line  than  the  graph 
indicates.1  In  other  words,  having  met  the  increase  in  prices  the 
recent  growth  of  expenditures  more  nearly  approximates  the  usual 
rate  of  expansion. 

CAUSES  OF  INCREASE  IN  EXPENDITURES 
Rise  in  Population  and  Prices 

Why  has  this  vast  increase  in  expenditures  taken  place?  One 
reason  has  already  been  given,  namely,  the  decline  in  the  value  of 
the  dollar.  Had  no  other  changes  occurred,  this  factor  alone 
would  have  necessitated  an  addition  of  practically  50  per  cent  to 
the  volume  of  state  expenditures  between  1915  and  1924.  But 
this  has  been  only  one  of  a  number  of  causes  operative  in  the 
expansion  of  governmental  costs.  The  growth  of  population  has 
been  a  second.  Between  1850  and  1920  the  population  of  New 
York  rose  from  3,100,000  to  10,400,000,  or  235  per  cent.  This  has 
inevitably  had  a  tremendous  influence  upon  the  amount  of  state 
services  and  expenditures  required. 


i  This  is  well  shown  by  Chart  1,  page  14. 
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Validity  of  Per  Capita  Comparisons 

Although  it  is  customary  to  reduce  expenditures  to  a  per  capita 
basis  for  purposes  of  comparison,  it  must  not  be  assumed  that  this 
affords  a  thoroughly  satisfactory  measure  either  for  the  compari¬ 
son  of  different  states  or  of  different  periods.  In  so  far  as  several 
important  services  are  concerned,  governmental  expenditures  bear 
little  necessary  relation  to  population.  The  cost  of  canal  main¬ 
tenance,  for  example,  was  greater  in  1870  than  in  1915,  though 
population  had  more  than  doubled.  Here  obviously  the  volume 
of  traffic  selecting  water  in  preference  to  rail  transportation  was 
a  vital  factor.  Similarly  in  the  matter  of  highway  maintenance, 
traffic  rather  than  population  is  the  most  important  matter  to  be 
considered  in  determining  budget  requirements.  Even  in  the  case 
of  state  agricultural  activity  it  is  clear  that  population  has  played 
but  a  minor  role.  In  fact,  if  rural  population  alone  is  considered, 
state  expenditures  in  this  field  should  have  declined  since  1880. 
The  truth  is  that  for  many  branches  of  state  administration  the 
volume  of  services  and  expenditures  depends  upon  factors  other 
than  population.  In  many  matters  the  really  controlling  element 
is  state  policy,  which  determines  whether  much  or  little  shall  be 
attempted  by  the  government  in  a  given  direction. 

In  certain  lines  of  state  activity,  however,  there  can  be  no  doubt 
that  population  does  bear  a  close  relation  to  service  requirements. 
In  no  case  is  this  more  true  than  in  the  care  of  the  insane.  As 
practically  all  of  the  insane  in  need  of  institutional  care  are  now 
provided  for  by  the  state,  the  annual  number  of  admissions  can 
be  computed  with  a  high  degree  of  accuracy  on  the  basis  of  total 
population.  While  no  such  definite  relation  exists  between  popu¬ 
lation  and  institutional  care  in  other  fields,  it  is  of  course  true 
that  population  is  an  important  factor  in  determining  the 
probable  number  of  inmates  to  be  provided  for.  But  it  must  be 
remembered  that  the  whole  subject  of  institutional  care  is  greatly 
affected  by  progress  in  the  methods  of  dealing  with  the  defective 
and  delinquent  classes.  Thus,  there  has  recently  been  a  decline 
in  the  population  of  state  reformatories  due  to  the  development 
of  probation  in  dealing  with  young  offenders.  Aside  from  welfare 
functions  education  presents  another  field  in  which  population 
plays  an  important  role  in  state  expenditures.  In  this  case,  how¬ 
ever,  broad  changes  of  policy,  particularly  in  regard  to  grants- 
in-aid,  have  at  times  completely  altered  the  volume  of  state 
disbursements. 

Taking  expenditures  as  a  whole,  population,  nevertheless,  fur¬ 
nishes  a  useful  basis  of  comparison.  The  individual  is  for  the 
most  part  the  unit  to  be  servied  by  government.  Furthermore, 
the  volume  of  service  needed  and  the  ability  to  finance  govern¬ 
mental  operations  are  very  likely  to  be  greater,  the  greater  the 
population  affected.  Yet  one  must  not  be  surprised  at  finding 
upon  analysis  the  most  sudden  changes  in  per  capita  expenditures 
in  particular  activities. 
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Growth  of  Per  Capita  Expenditures 

Table  7  shows  the  growth  of  state  expenditures  between  1850 
and  1924  reduced  to  a  per  capita  basis.  Both  total  and  operating 
disbursements  are  presented,  and  in  each  case  actual  per  capita 
expenditures  and  per  capita  expenditures  corrected  on  the  basis 
of  the  1913  dollar  are  given.  Succeeding  columns  show  the  rate 
of  increase  in  per  capita  operating  expenditures  by  five  and  ten 
year  periods. 


TABLE  7 

Growth  of  Per  Capita  State  Expenditures,  1850-1924 


Year 

Price 

index 

Operating 

Expenditures 

Total 

Expenditures 

Per  Cent  of  Increase  in 
Operating  Expenditures 

Actual 

Ad¬ 
justed 
as  to 
price 

Actual 

Ad¬ 
justed 
as  to 
price 

actual 

adjusted  as  to 

PRICE 

Ten- 

year 

period 

Five- 

year 

period 

Ten- 

year 

period 

Five- 

year 

period 

1850 . 

90 

SO  63 

SO  70 

SO  65 

SO  72 

1860 . 

88 

88 

1  00 

1  23 

1  40 

40 

43 

1870 . 

125 

1  86 

1  48 

3  28 

2  62 

111 

48 

1880 . 

94 

1  48 

1  57 

1  93 

2  05 

*20 

6 

1885 . 

82 

1  54 

1  88 

1  99 

2  43 

4 

20 

1890 . 

80 

1  85 

2  31 

2  18 

2  72 

25 

20 

47 

23 

1895 . 

70 

2  39 

3  41 

2  58 

3  69 

29 

48 

1900 . 

80.5 

2  81 

3  49 

3  15 

3  91 

52 

18 

51 

2 

1905 . 

86.2 

2  92 

3  39 

3  32 

3  85 

4 

*3 

1910 . 

100.9 

3  60 

3  57 

4  16 

4  12 

28 

23 

2 

5 

1915 . 

100.8 

4  67 

4  63 

5  88 

5  83 

30 

30 

1920 . 

160.3 

6  96 

4  38 

8  98 

5  60 

93 

49 

23 

*5 

1924 . 

155.3 

10  56 

6  80 

13  23 

8  52 

t52 

t56 

*  Decrease.  t  Four  years  only. 


Since  1850,  per  capita  total  expenditures  have  risen  from  $.65 
to  $13.23,  and  per  capita  operating  expenditures  have  advanced 
from  $.63  to  $10.56.  When  the  decline  in  the  value  of  the  dollar 
is  considered,  however,  these  increases  are  less  formidable.  On 
the  basis  of  purchasing  power,  total  expenditures  have  mounted 
from  $.72  to  $8.52  instead  of  $13.23,  and  operating  expenditures 
have  expanded  from  $.70  to  $6.80  rather  than  $10.56.  It  will  be 
noted  that  the  difference  between  total  and  operating  expendi¬ 
tures  is  now  relatively  much  greater  than  at  the  opening  of  the 
period.  This  indicates  a  larger  proportionate  expenditure  for 
improvements  financed  by  taxation  or  by  bonds  payable  from  tax 
revenues. 

The  growth  of  per  capita  expenditures  follows  a  fairly  con¬ 
sistent  course.  Taking  the  period  between  1880  and  1915,  in 
which  price  fluctuations  were  less  violent,  the  rate  of  increase  in 
per  capita  operating  expenditures  amounted  to  3.3  per  cent  per 
annum,  or  17.9  per  cent  for  a  five  year  period.  If  allowance  is 
made  for  variations  in  the  value  of  the  dollar,  a  definite  trend  has 
prevailed  throughout  the  period  since  1850.  Eliminating  price 
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changes,  per  capita  operating  expenditures  have  mounted  at  the 
rate  of  2.8  per  cent  per  year,  or  15.0  per  cent  for  a  five  year 
period. 

TABLE  8 

Rate  of  Increase  in  Per  Capita  Expenditures 


Actual  Expendi¬ 
tures, 
1880-1915 

Expenditures  Ad¬ 
justed  as  to 
Price,  1880-1915 

Expenditures  Ad¬ 
justed  AS  TO 
Price, 1850-1924 

Per  cent, 
annual 

Per  cent, 
decennial 

Per  cent, 
annual 

Per  cent, 
decennial 

Per  cent, 
annual 

Per  cent, 
decennial 

Operating  expendi¬ 
tures  . 

3.3 

38.9 

2.9 

33.8 

2.8 

32.3 

Total  expenditures. . 

3.1 

36.1 

2.6 

30.1 

2.7 

30.9 

In  reality  this  trend  has  been  interrupted  by  two  downward 
movements  in  the  last  twenty-five  years.  Between  1900  and  1905 
corrected  per  capita  operating  expenditures  declined  slightly,  as 
was  also  the  case  between  1915  and  1920.  In  the  latter  period 
the  decline,  of  course,  indicated  that  the  growth  of  state  expendi¬ 
tures  did  not  keep  pace  with  the  rise  of  prices  during  and 
immediately  following  the  World  War.  This  situation  must  be 
borne  in  mind  in  noting  the  extraordinary  increase  of  per  capita 
expenditures  since  1920. 

The  following  table  shows  what  per  capita  expenditures  were  in 
1924  in  actual  amount  and  in  purchasing  power,  and  indicates 
what  the  corresponding  figures  would  have  been,  had  they  con¬ 
formed  exactly  with  the  trend  of  previous  years. 


TABLE  9 

Comparison  of  Actual  and  Adjusted  Per  Capita  Expenditures,  1924 


Actual  ex¬ 
penditures 

Expendi¬ 
tures 
adjusted 
on  basis 
of  1913 
price  level 

What  ex¬ 
penditures 
would  have 
been  on 
basis  of 
adjusted 
trend  from 
1850  to  1924 

Operating  expenditures . 

$10  56 

$6  80 

8  52 

$5  97 

Total  expenditures . 

13  23 

7  17 
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Expansion  of  State  Services 

A  third  reason  for  the  growth  of  expenditures  has  been  the 

enlargement  of  the  number  and  volume  of  state  services.  As  the 

per  capita  data  already  presented  clearly  indicates,  state  activities 

have  been  expanding  more  rapidly  than  population.  This  is  not 

unnatural,  however,  in  view  of  the  changes  that  have  occurred  in 

the  social  and  economic  life  of  the  people  within  the  period  under 

consideration.  The  basic  factors  which  condition  governmental 

activity  have  undergone  a  remarkable  transformation  in  the  last 

seventy-five  years.  Agriculture  has  given  way  to  manufacture  and 

commerce  as  the  dominant  feature  of  the  economic  svstem.  Small 

*/ 

enterprise  has  been  supplanted  by  large  scale  corporate  under¬ 
takings.  Population  has  passed  from  the  rural  community  to  a 
few  great  urban  centers.  With  these  changes  and  the  govern¬ 
mental  problems  which  they  have  created  has  come  a  fuller  under¬ 
standing  of  the  nature  of  collective  problems  and  the  means  of 
dealing  with  them.  The  result  has  been  a  great  extension  of  the 
scope  of  governmental  functions. 

Considering  only  the  period  since  1880,  state  services  have 
expanded  in  manjr  directions.  For  convenience,  development  may 
be  examined  under  three  heads:  (1)  the  introduction  of  new 
governmental  activities,  (2)  the  assumption  by  the  state  of 
activities  previously  performed  by  local  governments,  and  (3)  the 
enlargement  of  pre-existing  state  services.  It  is  popularly  as¬ 
sumed  that  the  greater  part  of  the  growth  of  governmental  costs 
is  attributable  to  the  first  of  these  factors,  namely,  the  introduc¬ 
tion  of  new  activities.  When  these  undertakings  are  enumerated 
the  list  is  long,  it  is  true,  but  only  a  few  of  them  bulk  large  in 
budget  requirements.  By  all  means,  the  most  costly  new  service 
instituted  since  1880  is  the  paving  and  maintenance  of  rural 
thoroughfares.  In  1924  more  than  $12,000,000  was  expended  for 
highway  maintenance,  and  new  construction  claimed  $5,500,000. 
The  department  of  agriculture  comes  next  in  point  of  cost.  Other 
important  agencies  or  activities  introduced  since  1880  include  the 
regulation  of  working  conditions  and  public  utility  enterprises,  the 
promotion  of  health,  conservation  and  park  development,  agricul¬ 
tural  education,  the  state  police,  and  an  elaborate  organization 
for  tax  administration.  In  total,  activities  introduced  since  1880 
accounted  for  about  28  per  cent  of  state  operating  expenditures 
in  1924,  while  activities  established  since  1900  made  up  21  per  cent 
of  the  whole.  Of  the  various  new  services  highway  maintenance 
alone  amounted  to  10  per  cent  of  all  operating  expenditures. 

In  the  second  category  the  principal  undertaking  is  the  care  of 
the  insane.  Prior  to  1890  about  one-half  of  the  insane  were  pro¬ 
vided  for  in  local  almshouses  and  asylums.  The  remainder  were 
maintained  in  state  institutions  at  the  expense  of  the  counties 
from  which  they  came.  As  a  result  of  the  failure  of  the  counties 
property  to  provide  for  their  insane,  the  entire  task  was  assumed 
by  the  state  in  1890.  County  asylums  were  taken  over  and  the 
cost  of  maintenance  was  transferred  from  the  counties  to  the  state, 
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From  the  fiscal  standpoint  this  change  of  policy  had  immense 
importance.  In  1890  under  the  old  arrangement  the  state  spent 
$250,000  for  the  care  of  the  insane.  In  1924  its  expenditure 
amounted  to  $14,800,000.  Obviously,  it  would  be  quite  unfair  to 
lump  this  item  in  with  the  cost  of  new  governmental  services, 
since  it  is  but  the  transfer  of  an  activity  from  one  governmental 
agency  to  another.  The  care  of  the  epileptic  is  another  responsi¬ 
bility  shifted  from  the  county  to  the  state  during  this  period.  In 
a  sense,  highway  improvement  might  perhaps  be  similarly  classed, 
but  as  the  construction  and  maintenance  of  hard  surface  rural 
thoroughfares  had  scarcely  begun  before  the  state  entered  the  field, 
it  has  been  included  in  the  first  group  of  activities.  Nevertheless, 
it  should  not  be  forgotten  that  the  failure  of  the  state  to  deal  with 
this  problem  would  have  meant  an  immense  increase  in  the  cost 
of  local  government.  Services  transferred  from  the  local  govern¬ 
ments  to  the  state  made  up  about  13  per  cent  of  state  operating 
expenditures  in  1924. 

While  the  state  has  shown  an  inclination  to  relieve  the  localities 
of  their  problems  in  a  few  instances,  it  has  more  often  chosen  to 
wield  its  influence  by  means  of  supervision  or  grants-in-aid. 
Administrative  supervision  has  reached  its  greatest  development  in 
the  field  of  education.  Some  supervision  is  also  exercised  by  the 
department  of  health  in  sanitary  matters.  In  the  case  of  finance 
the  tax  commission  has  been  given  considerable  authority  over 
local  assessments  and  the  comptroller  has  a  staff  for  the  examina¬ 
tion  of  local  accounts.  The  highway  bureau  likewise  has  the  over¬ 
sight  of  town  road  work.  Though  these  developments  represent 
an  interesting  and  significant  tendency  in  state  administration, 
they  play  but  a  very  small  role  in  the  growth  of  state  expenditures. 

The  last  half  century  has  been  characterized  not  only  by  the  rise 
of  new  forms  of  state  endeavor  but  also  by  a  general  expansion 
in  the  volume  of  service  within  the  older  branches  of  administra¬ 
tion.  The  largest  development  within  the  older  fields  has  taken 
place  in  the  realms  of  institutional  care  and  water  transportation. 
Since  1880,  the  growth  of  the  reformatory  system  and  the  enlarge¬ 
ment  and  modification  of  the  prison  system  have  added  greatly 
to  the  expenditure  for  corrections.  At  the  same  time  the  increase 
in  state  provision  for  the  feebleminded  has  enlarged  the  cost  of 
institutional  care  at  still  another  point.  Viewing  the  reconstruc¬ 
tion  of  the  canals  as  the  extension  of  an  old  rather  than  the  estab¬ 
lishment  of  a  new  enterprise,  it  should  be  noted  that  the  comple¬ 
tion  of  the  Barge  Canal  has  added  materially  to  current  operating 
costs  as  well  as  to  the  requirements  for  debt  service.  Altogether 
about  21  per  cent  of  state  operating  expenditures  in  1924  may  be 
attributed  to  activities  inaugurated  prior  to  1880. 

Increased  State  Aid 

A  fourth  and  very  important  cause  of  the  growth  of  state  ex¬ 
penditures  has  been  the  development  of  state  aid  to  localities.  In 
1924  this  item  alone  amounted  to  $44,515,000.  The  greater  part  of 
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this  sum  was  devoted  to  education,  but  several  millions  were  as¬ 
signed  to  highways.  School  aid  takes  a  variety  of  forms.  The 
state  contributes  to  the  cost  of  books  and  apparatus,  libraries, 
supervision,  instruction  of  non-resident  pupils  and  the  provision 
of  certain  forms  of  specialized  instruction.  Most  of  the  money, 
however,  goes  toward  the  payment  of  teachers’  salaries.  In  the 
case  of  highway  aid  the  state’s  contribution  is  about  equally 
divided  between  towns  and  counties.  Grants  to  the  former  are 
available  for  the  maintenance  and  improvement  of  town  highways, 
while  grants  to  the  latter  are  confined  to  construction  purposes. 
In  the  latter  case  the  receipt  of  aid  is  conditional  upon  the  appro¬ 
priation  of  an  equal  amount  of  county  funds  for  highway 
improvement. 

The  policy  of  state  aid  has  been  greatly  altered  since  the  war. 
In  fact,  the  volume  of  aid  has  increased  no  less  than  $35,290,000 
since  1918.  Most  of  this  sum  has  gone  to  education.  In  1919  and 
1920  the  legislature  undertook  the  revision  of  teachers’  salaries 
to  meet  the  increased  cost  of  living.  To  facilitate  this  readjust¬ 
ment  and  to  assist  the  poorer  communities  in  bearing  the  burden, 
the  state  assumed  a  large  part  of  the  cost  of  teachers’  salaries. 
In  1925  the  legislature  went  further  in  this  direction  and  added 
about  $10,000,000  to  the  grants  for  salary  purposes.  The  prin¬ 
cipal  change  in  highway  aid  within  recent  years  was  the  establish¬ 
ment  of  grants  for  county  road  improvement  in  1920.  In  addition 
to  education  and  highways  the  policy  of  state  aid  has  been  applied 
in  a  few  other  fields  within  the  last  decade,  but  the  amounts 
actually  expended  have  been  very  slight. 

Reviewing  the  development  of  state  aid  it  may  be  said  that  two 
considerations  have  as  a  rule  contributed  most  to  its  extension. 
In  the  first  place,  the  legislature  has  employed  the  grant-in-aid 
as  a  means  of  inducing  local  governments  to  institute  changes  in 
policy  or  in  the  type  or  amount  of  service  rendered.  In  the 
second  place,  state  aid  has  been  used  to  assist  the  poorer  districts 
in  the  performance  of  services  in  which  the  commonwealth  as  a 
whole  feels  an  interest.  Both  factors  are  well  illustrated  in  the 
evolution  of  school  aid.  Large  scale  grants  for  educational  pur¬ 
poses  were  first  introduced  as  an  inducement  to  abolish  tuition 
charges.  Recent  increases  have  been  made  to  insure  the  readjust¬ 
ment  of  salaries  and  to  equalize  in  part  the  burden  of  public 
instruction  throughout  the  state.  Highway  aid  was  established  to 
stimulate  local  activity  in  the  improvement  of  roads,  though  to  a 
degree  an  effort  has  been  made  to  favor  the  poorer  communities 
in  the  apportionment  of  state  funds. 

While  the  rapid  expansion  of  grants-in-aid  has  contributed  most 
to  the  recent  growth  of  state  expenditures,  it  would  be  quite  in¬ 
correct  to  assume  that  state  aid  is  a  new  development  or  that  it 
now  occupies  a  more  conspicuous  position  in  state  finance  than 
at  an  earlier  period.  As  a  matter  of  fact,  grants-in-aid  have  been 
a  prominent  factor  in  state  expenditures  for  more  than  three- 
quarters  of  a  century,  and  at  times  have  represented  even  a  larger 
part  of  the  total  than  they  do  today. 


68 


Report  of  Special  Joint  Committee 


Cost  of  State  Aid  and  New  Activities 

Table  10  shows  the  relative  importance  of  old  and  new  state 
activities  and  of  grants-in-aid  in  1924.  State  aid  ranks  highest 
in  cost,  and  activities  introduced  since  1880  come  second  in  amount. 

TABLE  10 

Expenditures  for  Old  and  New  Activities  and  for  Grants-in-aid,  1924 


Amount 
expended 
in  1924 

Per  cent 
of 

operating 

expendi¬ 

tures 

Activities  inaugurated  prior  to  1880 . 

$24,483,000 

32,766,000 

15,036,000 

44,514,000 

21 

Activities  introduced  since  1880 . 

Activities  taken  over  from  local  governments  since  1880  . 
Grants-in-aid . 

28 

13 

38 

Total . 

$116,799,000 

100 

ANALYSIS  OF  EXPENDITURE  GROWTH  BY  FUNCTIONAL 

GROUPS  SINCE  1850 

In  spite  of  the  fact  that  state  expenditures  as  a  whole  have  pur¬ 
sued  a  fairly  consistent  trend  since  the  middle  of  the  nineteenth 
century,  a  closer  examination  shows  that  expenditures  for  given 
functions  have  expanded  with  no  such  regularity.  In  the  course 
of  a  few  decades,  or  even  a  few  years,  changes  of  policy  may  be 
made  which  very  greatly  affect  the  relative  importance  of  different 
governmental  activities  and  the  sums  devoted  to  them.  In  view 
of  the  transition  which  has  occurred  in  the  general  conception  of 
state  government,  it  would  be  only  natural  to  expect  to  find  im¬ 
portant  readjustments  of  emphasis  in  the  division  of  state 
expenditures. 

Functional  Classification  of  Expenditures 

For  convenience  in  examining  the  development  of  expenditures, 
state  activities  have  been  grouped  under  eight  heads  principally 
on  the  basis  of  function.  These  classes  are  as  follows :  legislature, 
judiciary,  primary  administration,  public  works,  public  welfare, 
education,  regulatory  and  promotional  services,  and  finally  mis¬ 
cellaneous  activities.  The  first  class  includes  in  addition  to  the 
legislature  and  its  staff  a  large  expenditure  for  legislative  printing. 
The  second  class  covers  the  courts,  their  clerical  assistance,  court 
libraries  and  the  like.  “Primary  administration”  takes  in  ex¬ 
penditures  for  the  chief  executive,  secretary  of  state,  attorney 
general,  treasurer,  comptroller,  and  other  finance  agencies,  as 
well  as  the  state  militia.  The  heading  “public  works”  embraces 
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Millions  of  Do! inns 

CHART  5.  OPERATING  EXPENDITURES  OF  NEW  YORK  STATE  GOVERNMENT,  1850  TO  1924. 

Subdivided  according  to  the  major  functional  groups. 
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the  maintenance  and  operation  of  waterways,  highway  main¬ 
tenance  and  aid,  the  planning  and  care  of  public  buildings  other 
than  institutions,  and  miscellaneous  engineering  activities.  “Pub¬ 
lic  welfare”  combines  corrections,  care  of  the  insane,  care  of  the 
feebleminded  and  epileptic,  soldiers’  homes,  and  the  supervision 
of  public  charities.  “Education”  includes  the  entire  expenditure 
for  school  supervision,  state  aid,  the  maintenance  of  normal, 
agricultural  schools,  state  colleges  and  state  library  and  museum, 
and  the  support  of  state  and  private  schools  for  the  deaf,  dumb 
and  blind.  For  the  sake  of  simplicity  a  variety  of  regulatory  and 
promotional  services  have  been  brought  together  under  the  seventh 
head.  This  class  includes  banking,  insurance,  public  utility,  and 
labor  regulation,  and  agriculture,  health,  conservation  and  state 
parks.  The  principal  items  listed  under  miscellaneous  are  at 
present  the  state  police,  the  civil  service  commission,  taxes  on  state 
lands,  and  insurance  of  state  employees. 


TABLE  11 

Operating  Expenditures  According  to  Main  Functional  Groups,  1850-1924 
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Increase  Since  1850 

Table  11  and  Chart  5  show  the  growth  of  state  operating 
expenditures  in  accordance  with  the  above  functional  grouping. 
It  will  be  observed  that  the  greatest  increase  occurred  in  the  case 
of  education,  the  expenditure  for  which  rose  from  $470,000  in 
1850  to  $46,620,000  in  1924.  Welfare  expenditures  mounted  from 
$140,000  in  the  middle  of  the  century  to  $22,400,000  in  1924.  Pub¬ 
lic  works  claimed  $860,000  in  1850  as  compared  with  $23,230,000 
in  1924.  The  cost  of  primary  administration  increased  from  $60,000 
to  $7,350,000,  and  that  of  regulatory  and  promotional  activities 
rose  from  a  similar  amount  to  $11,340,000.  On  the  other  hand, 
the  growth  of  expenditures  for  legislative  and  judicial  purposes 
has  been  much  more  moderate.1 

Functional  Division  of  Expenditures 

The  relative  importance  of  the  different  groups  of  activities  has 
changed  considerably  since  the  opening  of  the  period.  This  fact 
is  best  illustrated  by  Chart  6.  The  actual  percentage  division  of 
operating  expenditures  among  the  various  functions  is  given  in 
Table  11.  The  chart  brings  out  a  number  of  important  facts  as 
to  the  apportionment  of  state  expenditures.  In  the  first  place, 
it  is  clear  that  the  three  great  fields  of  state  activity  are  and  have 
been  throughout  the  last  seventy-five  years :  education,  public 
works,  and  public  welfare.  Together  these  three  groups  of  func¬ 
tions  have  been  responsible  for  between  70  and  80  per  cent  of  state 
operating  costs  in  every  decade  since  1850.  In  the  second  place, 
it  is  evident  that  regulatory  and  promotional  services,  which  have 
so  often  been  attacked  in  popular  criticisms  of  governmental  costs, 
have  never  claimed  a  large  share  of  state  expenditures.  It  is  also 
obvious  that  primary  administration,  the  legislature  and  the  courts 
have  contributed  only  a  comparatively  small  part  of  the  cost  of 
government.  Relatively  the  importance  of  the  legislature  and  the 
judiciary  has  declined  during  the  period. 

Variations  in  Importance  of  Functions 

Another  noteworthy  fact  is  the  variation  in  the  role  which 
different  functions  play  from  decade  to  decade.  In  1850  public 
works  made  up  44  per  cent  of  state  operating  expenditures,  as  com¬ 
pared  with  11  per  cent  in  1900  and  20  per  cent  in  1924.  This 
fluctuation  was  due  to  the  decline  in  the  importance  of  the  canal 
system  in  the  last  half  of  the  nineteenth  century  and  to  the  recent 
growth  of  state  highway  activity.  At  the  opening  of  the  period 
the  canals  overshadowed  all  else  in  the  operation  of  the  state,  but 
as  other  functions  developed  and  the  canal  system  failed  to  expand, 
this  undertaking  rapidly  lost  its  dominant  position  in  state  finance. 
Since  1900,  however,  the  percentage  of  expenditures  assigned  to 
public  works  has  almost  doubled  due  to  the  new  demands  of  high¬ 
way  administration  and  maintenance,  and  the  added  cost  of  canal 
operation  since  the  completion  of  the  Barge  Canal. 


1  Table  1,  Appendix  I,  presents  a  detailed  analysis  of  state  expenditures 
by  ten  year  periods  from  1800  to  1000  and  by  five  year  periods  since  1900, 
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Whereas  public  works  declined  in  relative  position  between  1850 
and  1900,  public  welfare  rose  until  it  formed  one-third  of  the  total 
in  the  latter  year.  The  principal  factor  in  this  development  was 
the  establishment  of  state  care  of  the  insane  in  the  nineties,  but 
during  the  period  institutional  care  was  broadened  in  other  direc¬ 
tions  as  well.  Since  1905,  the  percentage  of  state  expenditures 
devoted  to  welfare  activities  has  considerably  decreased  because 
of  the  more  rapid  growth  of  other  functions.  Taking  the  period 
as  a  whole  education  has  occupied  by  all  means  the  most  con¬ 
spicuous  place  in  state  expenditures.  In  1850  it  received  24  per 
cent  of  the  whole.  In  1880  it  claimed  49  per  cent ;  in  1915,  but 
22  per  cent ;  and  in  1924,  40  per  cent.  These  variations  are  chiefly 
attributable  to  changes  in  the  volume  of  state  aid,  though  the  crea¬ 
tion  of  state  schools  and  colleges  in  the  last  twenty-five  years  has 
contributed  somewhat  to  the  growth  of  educational  expenditures. 

Expenditures  for  Regulation  Small 

The  seventh  group  of  activities,  including  regulatory  and  pro¬ 
motional  services,  though  comparatively  a  small  factor  in  state 
expenditures,  increased  considerably  in  relative  importance  between 
1880  and  1915,  since  which  time  it  has  somewhat  declined.  By  all 
means  the  largest  item  in  this  class  is  agriculture.  Labor,  health, 
and  conservation  and  parks  come  next  in  size.  Banking,  insurance 
and  utility  regulation  impose  lesser  demands  upon  the  treasury. 
While  it  is  not  in  all  cases  possible  to  separate  expenditures  for 
regulation  from  expenditures  for  other  purposes,  the  accompany¬ 
ing  Table  12  indicates  with  substantial  accuracy  the  amounts 
devoted  to  the  regulation  of  private  business.  It  includes  the 
entire  operating  expenditure  for  the  banking,  insurance  and  labor 
departments  and  the  public  service  and  transit  commissions.  In 
the  case  of  the  department  of  agriculture  the  experiment  station, 
fair  commission  and  similar  non-regulatory  enterprises  have  been 
eliminated.  Indemnities  for  the  slaughtering  of  diseased  cattle 
are  included  and  chiefly  account  for  the  large  expenditure  under 
the  head  of  agriculture.  In  1880,  regulation  represented  1.7  per 
cent  of  state  operating  expenditures.  In  1900,  it  formed  3.7 
per  cent;  in  1915,  8.8  per  cent;  and  in  1924,  6.3  per  cent. 

TABLE  12 

Expenditures  for  Regulation,  18B0-1924 


Year 

Banking 

Insur¬ 

ance 

Public 

utilities 

Agriculture 

Labor 

Total 

Per  cent 
of  state 
operating 
ejfpendi- 
tures 

1880 . 

$20,102 

$64,270 

$12,855 

$32,983 

$130,216 

1.7 

1890 . 

21,724 

83i 429 

98,225 

103,947 

$65,404 

372,729 

3.3 

1900 . 

91,817 

187,253 

93,800 

212,919 

107 , 606 

753,395 

3.7 

1910 . 

141,489 

276,019 

391,833 

511,264 

225,599 

1,546,204 

4.7 

1915 . 

227,920 

476,396 

539,382 

1,305,548 

1,463,797 

4,013,043 

8.8 

1920 . 

847,569 

457,165 

907,771 

1,203,580 

1,896,767 

4,812,852 

6.0 

1924 . 

410,930 

597,569 

756,321 

3,709,576 

1,917,981 

7,392,377 

6.3 
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EXPENDITURES  FOR  PRINCIPAL  FUNCTIONS  SINCE.  1900 

In  the  preceding  discussion  an  effort  has  been  made  to  show  the 
main  features  of  the  growth  of  state  expenditures  since  the  middle 
of  the  nineteenth  century  and  to  indicate  the  leading  causes  of 
such  development.  Inasmuch  as  the  increase  has  been  so  great 
within  recent  years,  it  would  seem  desirable  to  examine  the  rise 
of  expenditures  for  the  principal  functions  in  greater  detail. 

Public  Works 

State  operating  expenditures  for  public  works  have  to  do  chiefly 
with  three  matters:  waterways,  highways,  and  public  buildings. 
Since  1900,  in  fact  since  1915,  the  expenditure  for  waterways  has 
more  than  doubled,  as  shown  by  Table  13.  (See  Chart  7.)  Prac- 

TABLE  13 

Expenditures  for  Public  Works,  Exclusive  of  Outlay.  1900-1924 


Actual  Expenditures 

1924 

Per  Cent  ok 
Increase  Between 
1915  and  1924 

Purpose 

1900 

1915 

1924 

expendituref 
adjusted 
as  to  price 

• 

In  actual 
expend¬ 
itures 

In 

expend¬ 
itures 
adjusted 
as  to  price 

Canals  and  waterways  .  . . 
Highways: 

$1,833,956 

$1,717,951 

$4,403,778 

$2,835,659 

156 

65 

State  aid . 

54,058 

1,997,555 

4,956,024 

3,191,258 

148 

60 

Maintenance . 

Administration  and 

3,514,705 

12,235,727 

7,878,768 

248 

124 

other . 

69,172 

60,186 

391,956 

252,386 

551 

319 

Buildings  and  architecture 

317,302 

558,776 

934,021 

601,430 

67 

8 

Miscellaneous . 

81,356 

71,340 

308,371 

198,564 

332 

178 

Total . 

$2,355,844 

$7,920,513 

$23,229,877 

$14,958,065 

193 

89 

tieally  all  of  this  expenditure  is  devoted  to  the  maintenance  and 
operation  of  the  canals,  though  it  includes  scattered  items  for  other 
improvements.  In  1900  canal  operation  and  maintenance  cost 
$1,780,000,  as  compared  with  $4,100,000  in  1924.  This  increase 
is  due  to  two  causes,  higher  prices  and  the  completion  of  the  Barge 
Canal.  As  the  new  canal  is  considerably  deeper  and  wider  than 
the  old,  the  task  of  maintenance  is  greater.  Furthermore,  the  state 
has  invested  $25,000,000  in  terminals  which  must  be  kept  in  repair. 
Except  for  price  changes  the  history  of  the  Erie  Canal  prior  to 
1900  indicates  that  canal  maintenance  should  be  a  fairly  constant 
item.  During  the  last  four  years  it  has  averaged  $3,670,000. 

Highways 

Highway  improvement  and  maintenance  has  become  a  matter 
of  far  greater  fiscal  importance  than  the  canals  since  the  opening 
of  the  century.  State  highway  activity  was  inaugurated  in  1898, 
but  did  not  attain  importance  until  after  the  authorization  of  the 
first  $50,000,000  bond  issue  in  1905.  In  1906  the  state  took  over 
the  maintenance  of  state-improved  roads  and  in  1907  launched  the 


76 


Report  of  Special  Joint  Committee 
Publ/c  Works 


Public  Welfare. 


M/II/ons  of  Dollars 

CHART  7.  EXPENDITURES  FOR  PUBLIC  WORKS  AND  FOR  PUBLIC 
WELFARE  IN  NEW  YORK  STATE  GOVERNMENT,  1850  TO  1924. 
Arranged  according  to  the  major  activities. 
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state  and  county  highway  program  calling  for  the  improvement  of 
11,400  miles  of  roads.  At  the  same  time  it  increased  the  volume 
of  state  aid  for  town  highway  purposes  to  approximately  $1,500,000 
per  year.  In  1920  it  added  about  $2,400,000  more  as  aid  for  the 
construction  of  roads.  In  1924  the  total  expenditure  for  state  aid 
amounted  to  $4,956,000,  of  which  $2,395,000  went  for  the  construc¬ 
tion  of  county  aid  roads.  Practically  all  of  the  remainder  was 
apportioned  among  the  towns  for  use  on  town  highways. 

The  maintenance  of  improved  highways  has  become  since  1910 
one  of  the  largest  items  of  state  expense,  amounting  in  1924  to 
$12,235,000.  This  represents  an  increase  of  248  per  cent  over 
1915  and  590  per  cent  over  1910.  A  number  of  factors  have  con¬ 
tributed  to  this  development.  The  rise  of  prices  has  of  course 
added  greatly  to  the  cost  of  road  repair.  More  important,  how¬ 
ever,  has  been  the  rapid  growth  in  the  mileage  of  highways  subject 
to  state  maintenance.  At  the  close  of  1924  this  mileage  amounted 
to  9,282,  an  increase  of  56  per  cent  over  1915  and  287  per  cent 
over  1910.  The  growth  of  automobile  traffic  has  been  another 
factor.  The  number  of  motor  vehicles  in  the  state  is  more  than 
six  times  what  it  was  in  1915  and  twenty  times  what  it  was  in  1910. 
As  most  of  the  pavements  laid  before  the  war  were  either  water- 
bound  or  bituminous  macadam,  the  rise  in  the  volume  of  motor 
traffic  has  necessitated  extremely  heavy  expenditures  for  repairs 
and  resurfacing.  Since  1915  the  annual  cost  of  maintenance  on 
these  two  types  of  pavements  has  averaged  about  $900  and  $550 
per  mile  respectively.  Taking  the  improved  highway  system  as  a 
wdiole  the  average  cost  of  maintenance  per  mile,  exclusive  of  recon¬ 
struction  work  involving  a  change  of  type  of  pavement,  has  been 
as  follows  :L 


1915 . 

.  $750 

1920  . 

.  $631 

1916 . 

.  651 

1921 . 

.  744 

1917 . 

.  643 

1922  . 

.  607 

1918 . 

.  608 

1923  . 

.  712 

1919 . 

.  560 

1924  . 

.  757 

In  examining  these  figures  the  fact  must  not  be  overlooked  that 
during  and  immediately  after  the  war  highway  maintenance  work 
was  seriously  curtailed  and  the  average  expenditures  for  those 
years  consequently  fell  below  normal  requirements.  This  fact 
is  important  as  having  a  bearing  upon  maintenance  costs  in  later 
years.  The  adoption  of  a  more  permanent  type  of  pavement  in 
recent  construction  and  replacement  work  is  another  factor  which 
has  a  bearing  upon  the  current  repair  costs. 

Public  Welfare 

The  state  engages  in  a  variety  of  welfare  activities  involving 
an  annual  expenditure  in  excess  of  $20,000,000.  Practically  all 
of  this  sum  is  devoted  to  the  operation  of  the  institutional  system, 
which  cares  for  more  than  55,000  persons.  For  convenience  the 

i  From  Report  of  State  Commissioner  of  Highways,  1922,  p.  51,  and  frotn 

correspondence. 
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welfare  services  of  the  state  may  be  grouped  under  four  heads  : 
corrections,  care  of  the  insane,  care  of  the  feebleminded  and 
epileptic,  and  miscellaneous  charities.  In  the  held  of  corrections, 
the  state  now  maintains  fourteen  institutions  with  a  population  of 
over  9,000  in  1924.  These  institutions  are  of  several  types.  There 
are  four  large  prisons  for  men,  a  small  prison  for  women,  three 
reformatories  for  adults  between  the  ages  of  1G  and  30,  three 
juvenile  reformatories,  an  institution  for  feeble-minded  convicts, 
and  two  hospitals  for  the  criminal  insane.  In  addition  to  the 
cost  of  maintaining  these  institutions  and  the  necessary  super¬ 
visory  agencies,  the  state  also  pays  certain  counties  for  the  support 
of  convicts  in  county  penitentiaries.  The  largest  branch  of  wel¬ 
fare  activity  has  to  do  with  the  care  of  the  insane.  The  state 
now  operates  fourteen  hospitals  for  the  civil  insane  providing 
for  an  average  population  of  more  than  38,000  in  1924.  In  con¬ 
nection  with  this  hospital  system  it  also  possesses  a  psychiatric 
institute  for  the  study  of  mental  diseases.  The  care  of  the  feeble¬ 
minded  and  epileptic  ranks  next  in  importance.  There  are  at 
present  four  institutions  for  feebleminded  with  about  6,000 
inmates  and  a  colony  for  epileptics  with  a  population  of  1,600. 
Under  the  head  of  miscellaneous  charities  are  included  the  care 
of  aged  soldiers  and  their  dependents,  for  whom  the  state  has  pro¬ 
vided  two  institutions,  and  the  general  supervision  of  public 
charities  and  institutions.  The  state  school  for  the  blind  and  the 
Thomas  School  for  orphan  Indian  children  are  not  here  treated  as 
welfare  enterprises  but  are  classified  with  other  educational 
services. 

Table  14  shows  the  growth  of  state  expenditures  for  the  various 
types  of  welfare  activities  since  1900.  Chart  7  traces  the  develop¬ 
ment  of  these  functions  from  the  middle  of  the  nineteenth  century. 

Growth  of  Inmate  Population  in  Institutions 

The  following  table  indicates  that  the  growth  of  expenditures 
for  welfare  purposes  has  been  very  great  within  recent  years. 


TABLE  14 

Expenditures  for  Public  Welfare,  Exclusive  of  Outlay,  1900-1924 


Actual  Expenditures 

1924 

Per  Cent  of 
Increase  Between 
1915  and  1924 

Purpose 

1900 

1915 

1924 

expenditures 
adjusted 
as  to  price 

In  actual 
expend¬ 
itures 

In 

expend¬ 
itures 
adjusted 
as  to  price 

Corrections . 

$1,502,924 

$2,950,516 

$4,653,494 

$2,996,454 

57 

2 

Care  of  insane . 

Care  of  feebleminded  and 

4,311,043 

7,510,224 

14,792,417 

9,525,059 

97 

27 

epileptic . . . 

354,528 

970,465 

2,268,969 

1,461,023 

134 

50 

Miscellaneous  charities. . . 

337,458 

599,138 

691,250 

445,106 

15 

*26 

Total . 

$6,505,953 

$12,030,343 

$22,406,130 

$14,427,642 

86 

20 

*  Decrease. 


Population,  Expenditures  and  Per  Capiia  Cost  of  the  Charitable,  Penal  and  Correctional  Institutions  of  New  York  State, 

1900  and  1924* 
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Two  facts  largely  account  for  this  development.  The  first  is  the 
increase  in  the  inmate  population,  which  has  expanded  70  per¬ 
cent  since  1900,  and  12  per  cent  since  1915.  Though  the  total 
body  of  inmates  has  steadily  risen,  the  numbers  in  certain  types 
of  institutions  have  materially  decreased  within  the  last  decade. 
This  is  particularly  true  in  the  field  of  corrections.  The  prison 
population  is  about  15  per  cent  less  than  in  1915.  The  number  of 
children  in  juvenile  reformatories  has  dropped  30  per  cent,  and 
the  population  of  adult  reformatories  almost  as  much.  The  only 
increase  has  taken  place  in  the  case  of  hospitals  for  the  criminal 
insane.  This  reduction  in  the  number  of  inmates  of  correctional 
institutions  is  chiefly  due  to  a  change  in  practice  in  dealing  with 
offenders,  particularly  young  offenders.  Probation  has  been  sub¬ 
stituted  for  confinement  in  a  large  number  of  cases.  As  a  result 
the  correctional  plant  is  now  operating  considerably  below  its 
capacity  and  some  changes  have  been  made  in  the  use  of  institu¬ 
tions.  It  is  not  improbable,  however,  that  the  full  capacity  of 
the  system  will  again  be  required  within  a  few  years,  for  the  trend 
of  correctional  population  has  again  been  upward  within  the  last 
three  years.  The  population  of  soldiers’  homes,  on  the  other  hand, 
has  steadily  fallen  off  within  the  last  decade  and  a  half.  In  1910 
these  two  institutions  housed  nearly  2,000  persons,  as  compared 
with  only  500  in  1924.  The  home  at  Bath,  which  is  rated  at  a 
capacity  of  1,400  and  has  cared  for  as  many  as  2,000,  now  con¬ 
tains  only  about  350  inhabitants.  Clearly  the  rapid  decline  in 
the  number  of  old  soldiers  dependent  upon  the  state  raises  the 
question  of  the  adaptation  of  this  institution  to  other  needs. 
(See  Table  15.) 

While  the  population  of  soldiers’  homes  and  correctional  insti¬ 
tutions  has  decreased,  that  of  hospitals  for  the  insane  has  steadily 
risen.  Years  of  experience  with  state  care  of  the  insane  show 
that  the  requirements  imposed  upon  the  hospital  system  bear  sub¬ 
stantially  a  fixed  relation  to  the  population  of  the  state.  Through¬ 
out  the  last  decade  the  number  of  first  admissions  to  public  and 
private  institutions  for  the  insane  has  amounted  to  about  69  per 
100,000  of  the  population  each  year.  As  private  institutions  are 
a  very  small  factor,  almost  the  entire  burden  falls  upon  the  state. 
Taking  the  last  decade  as  a  whole,  the  average  annual  increase 
in  the  number  of  patients  in  state  hospitals  has  been  about  650. 
This  has  resulted  in  serious  overcrowding  of  the  system  in  recent 
years.  The  number  of  inmates  in  institutions  for  the  feebleminded 
has  also  risen  sharply  in  the  last  decade,  the  growth  since  1915 
amounting  to  90  per  cent. 

The  increase  in  prices  has  been  a  second  factor  in  the  growth 
of  institutional  costs.  Between  1915  and  1924  the  index  number 
for  foods  advanced  from  104  to  144.  In  the  same  period  the  index 
number  for  fuel  mounted  from  88  to  170.  The  cost  of  other  sup¬ 
plies  rose  in  varying  degree  and  salaries  had  to  be  raised  to  meet 
the  increased  cost  of  living.  Thus  the  cost  of  institutional  opera¬ 
tion  necessarily  advanced. 
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From  annual  reports  of  state  superintendent  of  prisons,  state  board  of  charities,  and  stat  e  hospital  commission. 
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Cost  of  Maintenance 

Table  15  shows  the  increase  in  the  cost  of  maintenance  for  the 
various  types  of  institutions  within  the  last  twenty-five  years. 
Between  1900  and  1915  the  per  inmate  expenditure  for  the  main¬ 
tenance  of  the  system  as  a  whole  advanced  31  per  cent.  Between 
1915  and  1924  it  rose  78  per  cent.  In  terms  of  the  1913  dollar, 
however,  the  per  inmate  expenditure  increased  only  5  per  cent 
between  1900  and  1915,  and  15  per  cent  between  1915  and  1924. 
The  highest  rate  of  increase  in  actual  expenditures  within  the 
last  decade  occurred  in  the  case  of  the  soldiers  ’  homes,  where  the 
cost  per  inmate  mounted  from  $243  to  $736,  or  202  per  cent. 
A  high  percentage  of  increase  was  also  characteristic  of  correc¬ 
tional  institutions  as  a  class.  In  the  case  of  prisons  the  growth 
amounted  to  107  per  cent.  Undoubtedly  the  decline  of  the  inmate 
population  contributed  materially  to  the  rise  of  per  capita  costs 
both  in  the  case  of  correctional  institutions  and  soldiers’  homes. 
It  is  a  well  known  fact  that  the  per  capita  cost  of  providing  for 
a  small  body  of  inmates  is  considerably  greater  than  that  of  caring 
for  a  large  number.  Furthermore,  it  is  fair  to  assume  that  the 
force  of  employees  did  not  decline  in  proportion  to  the  decrease 
in  the  number  of  inmates.  On  the  other  hand,  overcrowded  insti¬ 
tutions  are  likely  to  be  operated  at  less  than  the  normal  per  capita 
cost. 

Three  items  make  up  the  greater  part  of  the  cost  of  institutional 
maintenance :  personal  service,  food,  and  fuel  and  light.  Together 
they  formed  76  per  cent  of  the  expenditure  for  the  support  of 
institutions  in  1924.  An  analysis  of  the  increase  in  each  of  these 
three  classes  of  expenditures  between  1915  and  1924  is  presented 
in  Table  16.  On  a  per  inmate  basis  the  growth  of  expenditures 
for  personal  service  amounted  to  81  per  cent  for  the  entire  institu¬ 
tional  system.  The  per  inmate  cost  of  food  and  fuel  mounted  31 
and  118  per  cent,  respectively.  During  this  period  the  wholesale 
price  index  records  an  advance  of  38  per  cent  in  the  cost  of  foods, 
and  93  per  cent  in  the  price  of  fuel  and  light.  The  increase  in 
the  average  weekly  earnings  of  New  York  State  factory  employees 
was  115  per  cent  during  the  period. 

Education 

Education  has  contributed  far  more  than  any  other  govern¬ 
mental  function  to  the  growth  of  state  expenditures  since  the  war. 
The  reason  is  to  be  found  in  the  change  in  the  policy  of  state  aid. 
While  the  expenditure  for  supervision  and  the  support  of  state 
schools  and  colleges  has  risen  in  about  the  same  degree  as  state 
expenditures  generally,  the  volume  of  grants-in-aid  has  expanded 
470  per  cent  since  1918.  In  actual  amount  the  increase  between 
1918  and  1924  was  $32,632,363.  This  represented  a  sudden  modi¬ 
fication  of  state  educational  policy.  Between  1900  and  1910  the 
state’s  contribution  amounted  to  from  an  eighth  to  a  tenth  of  the 
local  expenditure  for  education.  By  1915  the  ratio  had  fallen  to 
a  twelfth.  In  1923  it  stood  at  one-fifth.  Prior  to  1919  the  system 


Taxation  and  Retrenchment 


83 


of  school  aid  had  continued  for  practically  half  a  century  without 
violent  change.  (See  Chart  8.)  During  that  period  the  volume 
of  local  school  expenditures  had  greatly  expanded  with  a  resultant 
decline  in  the  relative  importance  of  the  state’s  contribution.  In 
reality  the  recent  assumption  by  the  state  of  a  greater  part  of 
the  cost  of  teachers’  salaries  has  not  raised  the  ratio  of  state  aid 
to  local  school  expenditures  to  as  high  a  point  as  it  occupied  for 
a  time  in  the  nineteenth  century.  (See  Table  17.) 


TABLE  17 

State  Aid  foe  Schools 


Year 

State  aid  for 
schools 

Per  cent  of 
local  school 
expenditure 
borne  by  state* 

Per  cent  school 
aid  was  of 
state  operating 
expenditures 

I860 . 

SI, 376, 000 
2,760,000 
3,095,000 
3,645,000 
4,310,000 
5,686,000 
6,178,000 
37,792,000 

37 

40 

1870 . . . 

28 

34 

1880 . 

30 

41 

1890 . 

21 

33 

1900 . 

13 

21 

1910 . 

11 

17 

1915 . 

9 

14 

1923 . 

20 

36 

*  The  expenditures  for  public  primary  and  secondary  schools,  as  reported  by  the 
state  department  of  education,  have  here  been  employed. 


The  second  group  of  state  educational  expenditures  has  to  do 
with  the  maintenance  of  the  state’s  own  schools  and  colleges. 
Disbursements  for  these  institutions  have  grown  from  $2,148,000 
in  1915  to  $4,706,000  in  1924.  About  one-third  of  the  expenditure 
under  this  head  goes  for  the  support  of  normal  schools  and  the 
state  normal  college.  Other  educational  institutions  are  the  State 
College  of  Agriculture,  the  Veterinary  College,  the  College  of 
Forestry,  and  the  six  agricultural  schools.  The  school  for  the  blind 
and  the  Thomas  School  for  Indian  children  are  included,  as  are 
also  the  payments  for  the  education  of  deaf,  dumb  and  blind 
children  in  approved  institutions.  Allowing  for  the  rise  in  prices, 
expenditures  within  this  class  have  increased  40  per  cent  since 
1915. 

The  third  group  of  educational  expenditures  involves  chiefly  the 
machinery  of  school  supervision  and  consists  largely  of  personal 
service.  Disbursements  under  this  head  have  advanced  68  per 
cent  since  1915,  or  if  allowance  is  made  for  the  change  in  prices, 
about  8  per  cent. 
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CHART  8.  EXPENDITURES  FOR  EDUCATION  AND  FOR  REGULATORY 
AND  PROMOTIONAL  SERVICES  IN  NEW  YORK  STATE  GOVERN¬ 
MENT,  1850  TO  1924. 

Arranged  according  to  the  major  activities. 
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Regulatory  and  Promotional  Services 

In  two  fields  of  regulation,  banking  and  insurance,  the  nature 
of  state  activity  has  not  materially  changed  since  1900.  (See 
Chart  8.)  The  principal  development  in  both  cases  has  been  an 
enlargement  of  the  examining  staff.  This  has  been  the  result 
of  the  rapid  expansion  of  the  banking  and  insurance  businesses 
and  the  growth  of  popular  interest  in  their  supervision.  The  life 
insurance  investigation  in  1905  in  particular  gave  an  added 
impetus  to  regulation  in  that  field.  In  the  case  of  utility  regula¬ 
tion  a  complete  reorganization  occurred  in  1907,  which  marked 
the  beginning  of  real  administrative  supervision  of  railroads  and 
public  service  companies.  In  addition  to  its  regulatory  functions, 
the  public  service  commission  formerly  directed  the  development 
of  transit  facilities  in  New  York  City.  The  operating  expenditure 
for  all  three  of  these  regulatory  agencies  consists  chiefly  of  per¬ 
sonal  service.  Making  allowance  for  the  advance  in  prices,  the 
expenditure  for  bank  supervision  has  increased  16  per  cent  since 
1915,  while  disbursements  for  utility  regulation  and  insurance 
supervision  were  respectively  10  and  19  per  cent  less  in  1924  than 
in  1915. 

Expenditures  for  the  department  of  labor  have  expanded  greatly 
since  the  opening  of  the  century.  Most  of  this  increase,  however, 
occurred  between  1910  and  1915  when  the  department  was  reor¬ 
ganized  and  workmen’s  compensation  introduced.  In  1913  after 
the  Triangle  Waist  Company  fire  the  factory  inspection  force  was 
greatly  enlarged  and  further  provision  made  for  the  regulation  of 
working  places  generally.  These  changes  brought  about  an  addi¬ 
tion  of  500  per  cent  to  disbursements  between  1910  and  1915. 
When  the  increase  in  the  cost  of  living  is  considered,  the  expendi¬ 
ture  for  the  department  has  declined  16  per  cent  since  1915. 

State  health  activity  also  expanded  rapidly  after  1910.  The 
reorganization  of  the  department  in  1913  was  followed  by  the 
rapid  development  of  health  services.  Maternity  and  child  hy¬ 
giene  work  has  become  particularly  important  as  has  also  the 
division  of  laboratories.  Beside  the  health  department  proper, 
the  state  maintains  a  tuberculosis  hospital,  an  orthopedic  hospital 
for  children  and  an  institute  for  the  study  of  malignant  diseases. 
The  quarantine  station,  which  once  occupied  a  prominent  place  in 
state  health  activity,  was  transferred  to  the  national  government 
in  1921.  Since  1915  expenditures  for  health  services  have  risen 
from  $814,000  to  $1,745,000  exclusive  of  outlay  items.  This  con¬ 
stitutes  an  increase  of  114  per  cent.  Eliminating  the  price  factor 
it  represents  a  growth  of  about  38  per  cent.  (See  Table  18.) 

Of  the  various  functions  classed  as  regulatory  and  promotional 
services,  the  greatest  development  within  recent  years  has  occurred 
in  the  case  of  agriculture.  Since  1915  expenditures  for  agricul¬ 
tural  activities  exclusive  of  agricultural  education  have  risen  from 
$1,795,000  to  $4,175,000.  Of  this  increase,  amounting  to 
$2,380,000,  indemnities  for  the  slaughter  of  diseased  cattle  alone 
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accounted  for  $1,950,000.  Practically  all  of  this  sum  is  due  to 
the  inauguration  of  an  intensive  campaign  for  the  eradication  of 
bovine  tuberculosis.  Regulatory  activity  has  also  expanded  in 
several  other  directions,  but  the  amounts  involved  have  been  rela¬ 
tively  modest.  Expenditures  for  the  experiment  station  and  the 
conduct  of  state  fairs  have  virtually  doubled  within  the  last 
decade. 

The  expenditures  for  parks  and  conservation  are  almost  six 
times  what  they  wTere  in  1900  and  practically  double  the  amount 
in  1915.  Park  development  and  forest  protection  have  been  lead¬ 
ing  factors  in  this  increase.  The  Palisade  Interstate  Park  was 
established  in  1910.  Since  that  time  the  Allegany  State  Park  has 
been  created  and  many  lesser  parks  and  memorials  set  up.  The 
area  of  state-owned  land  within  the  Catskills  and  Adirondacks 
has  also  been  enlarged.  About  200,000  acres  have  been  added  in 
these  two  regions  within  the  last  decade.  Reforestation  has  been 
extended  and  the  body  of  forest  rangers  increased.  Since  1910 
water  power  development  has  also  been  intensively  studied  and 
the  water  power  commission  established  to  have  charge  of  power 
projects. 

SUMMARY  AND  CONCLUSIONS 

1.  The  foregoing  examination  of  the  increase  of  governmental 
costs  shows  that  the  growth  of  state  expenditures  has  followed  a 
definite  trend  over  a  period  of  several  decades.  Though  variations 
in  the  rate  of  increase  have  occurred  within  intervals  of  a  few 
years,  the  movement  over  a  period  of  years  has  been  remarkably 
consistent.  Between  1880  and  1915,  when  price  changes  were  not 
violent,  total  state  expenditures  mounted  at  the  rate  of  5.1  per 
cent  per  annum.  Naturally  this  rate  did  not  prevail  during  the 
last  decade  nor  during  the  years  following  the  Civil  War.  Yet 
when  price  fluctuations  are  considered,  the  rise  of  expenditures 
in  these  two  periods  was  not  extraordinary.  Correcting  expendi¬ 
tures  according  to  the  purchasing  power  of  the  dollar,  the  trend 
from  1850  to  1924  has  been  constant.  In  the  case  of  total  expendi¬ 
tures,  the  average  rate  of  increase  per  annum  has  been  4.5  per 
cent.  Operating  expenditures  have  been  expanding  at  the  rate 
of  4.6  per  cent  per  annum,  and  per  capita  operating  expenditures 
at  the  rate  of  2.8  per  cent  per  annum. 

2.  Correcting  actual  expenditures  in  accordance  with  the  pre¬ 
war  value  of  the  dollar,  1924  expenditures  were  not  greatly  above 
the  amount  naturally  to  be  expected  on  the  basis  of  the  general 
trend  since  1850.  Total  expenditures  corrected  as  to  price  stood 
at  $94,190,000,  whereas  the  amount  computed  in  accordance  with 
the  trend  of  the  whole  seventy-five  year  period  would  have  been 
$79,800,000.  Operating  expenditures  similarly  corrected  amounted 
to  $75,210,000  in  1924,  as  compared  with  $66,500,000  which  might 
have  been  expected  from  the  trend  of  the  entire  period.  It  is  evi¬ 
dent  therefore  that  the  present  volume  of  state  expenditures 
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represents  no  extraordinary  or  unnatural  change  in  state  develop¬ 
ment,  though  the  actual  amount  of  increase  within  the  last  de¬ 
cade  appears  most  unusual  if  no  allowance  is  made  for  the  decline 
in  the  value  of  the  dollar. 

3.  While  expenditures  as  a  whole  have  consistently  advanced, 
expenditures  for  specific  activities  display  a  most  irregular  rate 
of  growth.  This  should  he  expected,  however.  Expansion  in  a 
given  field  of  state  endeavor  is  not  a  gradual  process  of  unfolding. 
On  the  contrary,  the  introduction  of  new  services  or  the  enlarge¬ 
ment  of  the  volume  of  services  already  established  often  occurs 
within  a  few  years,  or  even  a  single  year.  Activities  which  rise 
to  great  prominence  in  one  decade  may  remain  relatively  station¬ 
ary  in  the  next.  This  is  the  course  of  governmental  develop¬ 
ment.  The  explanation  is  largely  to  be  found  in  variations  in  the 
pressures  exerted  upon  government  from  without.  At  one  time 
the  commercial  organizations  succeed  in  arousing  sufficient  popu¬ 
lar  interest  in  canal  improvement  to  carry  through  the  construc¬ 
tion  of  a  barge  canal.  At  another  time  medical  and  philanthropic 
agencies  focus  attention  upon  the  problem  of  the  insane  and  secure 
the  establishment  of  state  care  of  this  class  of  unfortunates.  In 
another  decade  highway  development  and  maintenance  is  brought 
to  the  fore.  In  many  cases  these  movements  are  initiated  by  a 
definite  group  directly  affected  by  the  changes  demanded.  In 
other  instances  public  opinion  as  a  whole  reacts  to  a  sudden 
calamity  or  other  striking  occurrence.  Government  after  all  is 
constantly  played  upon  by  a  host  of  varying  and  unequal  forces. 
It  is,  therefore,  simply  inevitable  that  its  efforts  should  be  differ¬ 
ently  apportioned  at  different  times.  As  the  preceding  analysis 
has  shown,  the  relative  importance  of  individual  functions  and 
groups  of  functions  undergoes  considerable  change.  Education, 
for  example,  claimed  as  high  as  49  per  cent  of  state  operating 
expenditures  at  one  time,  and  only  22  per  cent  at  another.  In 
1890,  2  per  cent  of  expenditures  was  allotted  to  the  care  of  the 
insane,  whereas  in  1900,  21  per  cent  was  required.  But  in  spite 
of  such  readjustments  the  growth  of  total  expenditures  has  been 
kept  within  a  definite  course. 

4.  Though  the  importance  of  given  services  has  varied,  the  three 
principal  groups  of  state  activities  —  education,  public  welfare, 
and  public  works  —  have  regularly  accounted  for  about  three- 
fourths  of  total  operating  expenditures.  In  1850  public  works 
was  the  principal  item  of  expense.  In  1900  public  welfare  occu¬ 
pied  the  leading  position  and  at  present  education  is  the  most 
important  object  of  expenditure.  But  together  these  three  groups 
of  functions  have  received  a  remarkablv  constant  ratio  of  state 
operating  expenditures. 

5.  Regulation  and  what  may  be  termed  promotional  services 
have,  on  the  other  hand,  played  a  comparatively  minor  part  in  the 
growth  of  governmental  costs.  Defining  the  term  regulation  some¬ 
what  liberally  to  include  bank  and  insurance  supervision,  utility 
regulation,  the  department  of  labor  and  part  of  the  department  of 
agriculture,  the  regulation  of  business  has  at  no  time  secured 


Taxation  and  Retrenchment 


89 


more  than  9  per  cent  of  state  operating  expenditures.  Regulatory 
and  promotional  services,  including  in  addition  to  the  above, 
health,  conservation,  parks  and  the  remainder  of  the  department 
of  agriculture,  have  not  amounted  to  more  than  14  per  cent  of 
expenditures  at  the  highest.  In  1924  they  received  10  per  cent 
of  the  disbursements  for  current  operation. 

6.  At  present  state  operating  expenditures  are  divided  about  as 
follows : 

Per  cent 


Grants-in-aid  .  38 

Activities  antedating  1880  . 21 

Activities  introduced  since  1880  .  28 

Activities  taken  over  from  local  governments 

since  1880  .  13 


Total .  100 


It  is  thus  apparent  that  51  per  cent  of  the  present  operating  ex¬ 
penditures  of  the  state  is  incurred  either  for  the  support  of  activi¬ 
ties  conducted  by  local  governments  or  for  services  which  have 
been  transferred  from  the  local  governments  to  the  state  within 
the  last  forty-five  years. 


CHAPTER  IY— NEW  YORK’S  TAX  BURDEN  AND  ITS  RATE 

OF  GROWTH 
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CHAPTER  IV— NEW  YORK’S  TAX  BURDEN  AND  ITS  RATE 

OF  GROWTH 


The  Present  Burden  of  Taxation 

Since  1914  taxes  levied  for  state  purposes  in  New  York  have 
approximately  tripled  in  volume.  Local  taxes  have  increased  in 
about  the  same  ratio,  while  the  estimated  burden  of  federal  taxes 
borne  by  the  inhabitants  of  the  state  has  grown  nearly  seven-fold. 

For  the  fiscal  year  ended  June  30,  1924,  the  total  tax  burden, 
federal,  state,  and  local,  borne  by  the  people  of  the  State  of  New 
York  amounted  to  approximately  one  and  a  third  billion  dollars. 
This  was  nearly  a  billion  dollars  greater  than  the  state’s  total  tax 
bill  for  1914.  Distributed  on  a  per  capita  basis,  the  average 
tax  load  per  inhabitant  in  1924  was  $116  as  compared  to  an 
average  load  of  $40  in  1914. 

Tables  19  and  20  present  detailed  figures  as  to  the  aggregate 
and  per  capita  amounts  of  taxes  levied  for  federal,  state,  and  local 
purposes  in  respect  to  the  years  1914,  1920,  and  1924. 1  It  will  be 
noted  that  federal  taxes  reached  a  peak  in  1920  when  the  country’s 
war  obligations  were  at  maximum.  Since  1920  they  have  been 
reduced  by  approximately  a  half.  State  and  local  taxes  on  the 
other  hand  have  increased  considerably  since  1920. 

Pertinent  Questions 

Accepted  at  their  face  value  and  without  further  analysis  or 
investigation,  the  figures  which  have  just  been  presented  may  well 
create  in  the  mind  of  the  taxpayer  a  feeling  of  misgiving  in  regard 
to  the  present,  and  of  foreboding  in  regard  to  the  future.  Two 
pertinent  questions  require  answers.  Are  the  additional  sums 
which  the  state  and  its  political  subdivisions  are  raising  by  taxa- 


TABLE  19 

Aggregate  Federal,  State  and  Local  Taxes  Borne  by  New  York  State 


Taxes  Levied  For 

1914 

1920  (peak) 

1924 

Amount 

Per 
cent  of 
total 

Amount 

Per 

cent  of 
total 

Amount 

Per 
cent  of 
total 

Federal  government.  .  .  . 

$96,909,300 

25.5 

$1,177,153,800 

69.7 

$613,873,000 

47.8 

New  York  State . 

43,718,800 

11.5 

120,613,500 

7.2 

132,478,000 

10.3 

Local  governments  in 
New  York  State . 

239,947,000 

63.0 

390,425,300 

23.1 

537,072,000 

41.9 

■ 

Total . 

$380,575,100 

100.0 

$1,688,192,600 

100.0 

$1,283,423,000 

100.0 

1  For  derivation  of  these  figures  see  Appendix  II. 
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TABLE  20 

Per  Capita  Federal,  State  and  Local  Tax  Burdens  in  New  York  State 


. 

1914 

1920 

1924 

Per  Cent  Increase 
Over  1914 

1920 

• 

1924 

Federal  government . 

10.12 

112.66 

55.52 

1,013 

449 

New  York  State . 

4.56 

11.54 

11.98 

153 

163 

Local  governments  in  New 
York  State . 

25.05 

37.37 

48.57 

49 

94 

Total . 

39.73 

161.57 

116.07 

306 

192 

tion  being  wisely  spent  for  legitimate  and  necessary  purposes? 
In  so  far  as  the  state  government  is  concerned  this  question  has 
been  dealt  with  in  other  sections  of  the  present  report. 

The  remaining  question  is  equally  important.  Granted  that 
taxes  are  wisely  spent  for  legitimate  and  useful  objects,  never¬ 
theless,  are  they  not  increasing  out  of  all  proportion  to  the 
economic  capacity  of  the  state?  If  the  present  rate  of  increase  in 
taxes  continues  will  not  a  point  soon  be  reached  where  the  economic 
development  of  the  state  will  suffer  a  serious  set  back?  In  other 
words,  are  not  state  taxing  agencies  gradually  strangling  the  goose 
that  lays  the  golden  egg?  It  is  this  latter  question  which  forms 
the  subject  matter  of  the  sections  which  follow. 

The  Ascending  Curve  of  Taxation 

In  order  to  arrive  at  sound  conclusions  relative  to  the  problem 
at  hand,  it  is  necessary  first  of  all  to  secure  more  adequate  informa¬ 
tion  concerning  the  increase  in  taxes  than  has  thus  far  been  given. 
Most  of  the  current  discussions  on  this  subject  appearing  in  the 
public  press  or  voiced  from  the  speaker’s  platform  are  confined 
to  the  tax  expansion  which  has  occurred  since  the  World  War. 
By  implication  at  least  the  impression  is  thus  created  that  the 
present  upswing  is  an  altogether  unique  and  unprecedented 
phenomenon.  An  accurate  view  of  the  matter,  however,  can  only 
be  obtained  against  a  background  of  what  has  occurred  in  the  past. 
This  background  is  furnished  by  Table  21  which  gives  by  five- 
year  intervals  from  1850  to  1910,  and  by  one-year  intervals  from 
1913  to  1924,  the  annual  tax  levies  in  New  York  State  of  the 
federal,  the  state,  and  local  governments,  as  well  as  the  aggregate 
levies  of  all  these  agencies  combined.1  The  same  data  is  shown 
graphically  on  Chart  9. 2 
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The  Long-Time  Trend 

It  will  be  noted  that  the  curves  on  Chart  9  do  not  follow  a 
straight  line  but  change  their  direction  from  period  to  period. 
This  means  that  the  rates  of  growth  of  the  tax  burdens  have  not 
been  uniform  over  the  years  under  consideration.  In  some  periods 
they  have  been  relatively  great,  whereas  in  a  few  instances,  and 
over  a  short  period,  the  growth  has  actually  been  negative.  In 
order  to  secure  a  measure  of  the  average  rates  of  growth  over 
the  entire  period  under  review,  straight  lines  have  been  fitted  to 
each  of  the  curves  and  the  average  rates  of  growth  are  indicated 
by  the  respective  slopes  of  these  straight  lines.1 2 3 

The  outstanding  fact  brought  out  by  Chart  9  is  that  the  recent 
expansion  of  taxes  is  by  no  means  a  unique  and  unprecedented 
phenomenon.  It  is  seen  that  there  have  been  very  few  periods 
during  the  seventy-four  years  under  review  in  which  tax  burdens 
have  not  been  on  the  increase.  During  the  entire  period  con¬ 
sidered,  the  total  burden  of  taxes  —  federal,  state,  and  local  - — 
resting  upon  the  people  of  the  state  has  grown  at  the  average  rate 
of  5.6  per  cent  per  annum.  In  other  words,  the  total  tax  burden 
has  doubled  on  an  average  every  twelve  and  one-half  years.  State 
taxes  have  grown  at  approximately  the  same  rate,  viz.,  5.7  per  cent 
per  annum.  The  average  rate  of  increase  in  local  taxes  has  been 
5.5  per  cent  per  annum,  which  is  equivalent  to  doubling  the 
burden  about  every  thirteen  years.  Lastly,  federal  taxes  borne 
by  the  inhabitants  of  New  York  State  during  the  seventy-four 
years  under  consideration  increased  at  the  average  rate  of  5.9  per 
cent  per  annum. 

It  is  worth  noting  that  there  has  been  very  little  difference  in 
the  average  rapidity  with  which  federal,  state,  and  local  taxes 
have  expanded,  the  respective  rates  of  increase  all  falling  between 
5.5  and  5.9  per  cent.  It  is  significant,  however,  that  federal  taxes 
have  increased  more  rapidly  than  either  state  or  local  levies,  and 
that  the  rate  of  increase  of  state  taxes  has  been  slightly  greater 
than  the  rate  of  increase  of  local  levies. 


1  For  the  derivation  of  these  figures  see  Appendix  II. 

2  In  constructing  Chart  9,  a  logarithmic  scale  has  been  used.  This  device 
is  equivalent  to  expressing  the  figures  for  each  successive  period  as  per¬ 
centages  of  the  figures  for  the  period  immediately  preceding.  The  steepness 
of  the  curves  at  any  point,  therefore,  represents  the  rate  of  increase  at  that 
point,  and  changes  in  rates  of  growth  are  indicated  by  changes  in  the  direc¬ 
tion  of  the  curves.  It  is  thus  possible  directly  to  compare  the  respective 
rates  of  increase  of  federal,  state,  and  local  taxes  by  the  steepness  of  their 
corresponding  curves.  Moreover,  considering  each  series  of  data  by  itself, 
comparisons  of  the  respective  rates  of  growth  obtaining  at  various  periods 
may  be  made  by  simply  comparing  the  respective  slopes  of  the  segments 
of  the  curve  corresponding  to  the  periods  in  question.  Had  the  tax  figures 
been  plotted  on  an  ordinary  scale,  an  increase  from  $10,000,000  to  $11,000,000 
would  have  appeared  ten  times  as  steep  as  an  increase  from  $1,000,000  to 
$1,100,000.  This  would  be  misleading  since  the  rates  of  growth  are  in  both 
cases  the  same,  viz.,  10  per  cent. 

3  For  the  equations  of  these  lines  see  Appendix  III. 
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CHART  9.  RELATION  OF  THE  TAX  BURDEN  TO  PRIVATE  INCOME 
IN  NEW  YORK  STATE  FROM  1850  TO  1925, 

Showing  trends  for  the  entire  period. 


Taxation  and  Retrenchment 


97 


TABLE  21 

Federal,  State  and  Local  Taxes  Borne  by  New  York  State,  1850-1924 


Year 

Federal 

State 

Local 

Total 

1850 . 

$5,712,000 

$365,000 

$6,034,000 

$12,111,000 

1855 . 

7,477,000 

1,754,000 

10,002,000 

19,233,000 

I860 . 

7,395,000 

5,444,000 

13,585,000 

26,424,000 

1865 . 

33,677,000 

7,237,000 

38,800,000 

79,714,000 

1870 . 

50,271,000 

14,305,000 

37,810,000 

102,386,000 

1875 . 

37,672,000 

14,279,000 

43,970,000 

95,921,000 

1880 . 

42,853,000 

9,431,000 

40,634,000 

92,918,000 

1885 . 

40,274,000 

10,900,000 

49,794,000 

100,968,000 

1890 . 

50,629,000 

11,220,000 

54,635,000 

116,484,000 

1895 . 

38,125,000 

18,268,000 

61,495,000 

117,888,000 

1900 . 

65,292,000 

22,452,000 

97,782,000 

185,526,000 

1905 . 

60,003,000 

23,380,000 

118,360,000 

201,743,000 

1910 . 

78,460,000 

34,345,000 

168,085,000 

280,890,000 

1913 . 

85,292,000 

51,112,000 

283,674,000 

420,078,000 

1914 . 

96,909,000 

43,719,000 

239,947,000 

380,575,000 

1915 . 

94,955,000 

44,458,000 

257,739,000 

397,152,000 

1916 . 

119,096,000 

49,754,000 

266,215,000 

435,065,000 

1917 . 

203,243,000 

59,308,000 

301,257,000 

563,808,000 

1918 . 

767,477,000 

71,483,000 

324,801,000 

1,163,761,000 

1919 . 

724,849,000 

73,949,000 

347,678,000 

1,146,476,000 

1920 . 

1,177,154,000 

120,614,000 

390,425,000 

1,688,193,000 

1921 . . 

976,741,000 

130,369,000 

453,492,000 

1,560,602,000 

1922 . 

699,611,000 

112,971,000 

470,188,000 

1,282,770,000 

1923 . 

636,105,000 

126,814,000 

503,367,000 

1,266,286,000 

1924 . 

613,873,000 

132,478,000 

537,072,000 

1,283,423,000 

Variations  in  Rates  of  Growth 

It  has  already  been  pointed  out  that  the  rates  at  which  tax 
burdens  have  increased  ha\'e  not  been  uniform  over  different 
periods  of  time.  Examination  of  the  tax  curves  shown  on  Chart  9 
reveals  three  main  periods,  each  one  characterized  by  fairly  dis¬ 
tinct  and  separate  trends.  The  first  period  may  roughly  be  said 
to  include  the  thirty  years  between  1850  and  1880.  These  years 
witnessed  the  Civil  War  with  its  accompanying  era  of  price  infla¬ 
tion.  The  period  was  one  of  rapid  tax  expansion  not  only  as  re¬ 
gards  the  federal  government,  but  as  regards  the  state  and  its 
local  political  subdivisions  as  well. 

The  second  period  which  dates  roughly  from  1880  to  1910  was 
one  of  more  moderate  tax  expansion.  The  general  level  of  prices 
was  fairly  stable  throughout  the  thirty  years  of  this  period,  al¬ 
though  from  1880  to  1900  the  trend  was  slightly  upward. 

The  third  period  from  1910  to  1924  includes  the  years  of  the 
World  War  with  their  aftermath  of  indebtedness  and  price  infla¬ 
tion.  It  is  characterized  by  the  extremely  rapid  growth  of  tax 
burdens  which  is  the  object  of  so  much  concern  at  the  present  time. 
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In  order  to  secure  quantitative  measures  of  the  relative  rapidity 
with  which  taxes  increased  during  each  of  the  three  periods  out¬ 
lined  above,  straight  lines  have  been  fitted  to  the  respective  seg¬ 
ments  of  the  tax  curves  relating  to  each  of  these  periods.1  This 
operation  is  shown  graphically  on  Chart  10  and  the  numerical 
results  are  given  in  Table  22. 

TABLE  22 

Comparison  op  Average  Annual  Rates  op  Growth  op  Tax  Burdens  Borne  by 

Inhabitants  op  New  York  State,  1850-1924 


Percentage  for  Each  Period 


Taxes  Levied  For 


1850-1880 

1880-1910 

1910-1924 

1850-1924 

Federal  government . 

8.3 

2.1 

24.5 

5.9 

New  York  State . 

11.2 

4.5 

11.7 

5.7 

Local  governments  in  New  York  State 

6.8 

4.8 

8.2 

5.5 

Total . 

7.9 

3.8 

14.8 

5.6 

It  will  be  seen  from  Table  22  that  the  total  tax  burden  borne  by 
the  inhabitants  of  New  York  State  showed  an  average  rate  of  in¬ 
crease  of  14.8  per  cent  per  annum  during  the  period  from  1910 
to  1924  as  compared  with  an  annual  rate  of  growth  of  only  3.8 
per  cent  during  the  thirty  years  from  1880  to  1910,  and  an  annual 
growth  of  7.9  per  cent  between  1850  and  1880.  The  recent  sharp 
rise  was  of  course  largely  due  to  the  tremendous  increase  in  fed¬ 
eral  taxes,  but  it  is  worth  noting  that  since  1910  state  taxes  have 
been  growing  at  an  annual  rate  of  11.7  per  cent  as  compared  with 
a  growth  of  only  4.5  per  cent  during  the  thirty  years  prior  to  1910. 

State  Taxes  and  Price  Inflation 

It  is  generally  recognized  that  the  cost  of  war  activities  and  price 
inflation  were  the  two  most  potent  factors  in  causing  the  abnormal 
expansion  of  taxes  which  occurred  in  the  period  just  brought  to  a 
close.  The  New  York  State  government  bore  no  direct  share  of 
the  cost  of  war.  Its  revenue  requirements  were,  however,  affected 
by  the  decline  in  the  purchasing  power  of  the  tax  dollar.  Is  it  pos¬ 
sible  to  estimate  what  would  have  been  the  rate  of  increase  in  state 
taxes  had  the  dollar  maintained  its  pre-war  value?  Such  an  esti¬ 
mate  will  be  useful,  not  only  as  showing  how  much  of  the  increase 
in  state  taxes  was  unavoidable,  but  also  as  an  indication  of  what 
rate  of  increase  may  reasonably  be  expected  under  conditions  of 
greater  price  stability. 


i  For  the  equations  of  these  lines  see  Appendix  III. 
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Showing  separate  trends  for  the  periods  between  1850  and  1880,  between  1880 

and  1910,  and  between  1910  and  1925. 
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Between  1910  and  May,  1920,  wdien  the  inflationary  movement 
reached  its  peak,  the  general  price  level  as  measured  by  the  whole¬ 
sale  commodity  price  index  of  the  United  States  bureau  of  labor 
statistics  increased  by  approximately  175  per  cent.  During  the 
fall  of  1920  prices  fell  rapidly,  the  decline  continuing  throughout 
1921.  The  downward  movement  was  halted,  however,  in  1922. 
Since  then  prices  have  been  fairly  stable,  maintaining  an  average 
level  between  50  and  55  per  cent  in  advance  of'  the  price  level  of 
‘  1910. 

It  is  not  proper  to  assume  that  the  prices  of  commodities  and 
services  purchased  by  the  state  government  followed  the  same 
course  as  wholesale  commodity  prices.  The  state’s  purchases  are 
to  a  large  extent  specialized.  The  most  important  item  in  its 
budget  is  represented  by  salaries  and  wages,  and  as  is  well  known, 
governmental  salaries  responded  tardily  and  incompletely  to  the 
general  rise  in  prices.  Interest  and  other  fixed  charges  represent 
another  large  budget  item,  and  these  charges  are  for  the  most 
part  fixed  by  long  term  contracts.  The  foregoing  considerations 
make  it  seem  probable  that  the  prices  paid  by  the  state  govern¬ 
ment  for  the  commodities  and  services  which  its  requires  did  not 
rise  pari  passu  with  wholesale  price  level. 

The  Purchasing  Power  of  the  Tax  Dollar 

This  conclusion  is  substantiated  by  a  study  recently  made  of  the 
increase  in  prices  applicable  to  the  commodities  and  services 
actually  purchased  by  the  state  of  New  York  in  1923. 1  Unfortu¬ 
nately  for  the  purpose  at  hand,  the  study  in  question  goes  back 
no  further  than  the  fiscal  vear  ended  June  30,  1915.  This  makes 
little  difference,  however,  since  wholesale  commodity  prices  rose 
only  2  per  cent  between  1910  and  1915,  and  it  is  probable  that  the 
prices  paid  by  the  state  rose  on  the  average  even  less.  On  the  basis 
of  data  developed  in  the  study,  it  is  possible  to  construct  the  fol¬ 
lowing  index  numbers  of  the  purchasing  power  of  the  New  York 
State  tax  dollar  during  the  nine  years  from  1915  to  1923. 

TABLE  23 

Index  Numbers  of  Purchasing  Power  of  New  York  State  Tax  Dollar 

1915  =  100 


1915 . 

. ..  100.0 

1918: . 

76.5 

1921 . 

62.2 

1916 . 

95.7 

1919 . 

72.8 

1922 . 

66.2 

1917 . 

85.9 

1920 . 

62.9 

1923 . 

By  multiplying  the  respective  amounts  of  taxes  actually  levied 
by  the  state  during  the  years  following  1915  by  the  appropriate 
index  number  of  purchasing  power,  it  is  possible  to  compute  what 
the  state’s  tax  requirements  would  have  been  had  the  tax  dollar 


1  A  monograph  by  Clarence  Heer  entitled  The  Post-War  Expansion  of 
State  Expenditures. 
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maintained  its  pre-war  value.  This  operation  is  shown  on  Table  24 
which  brings  out  the  fact  that  had  there  been  no  inflation,  the 
total  taxes  levied  for  state  purposes  would  have  been  $224,000,000 
less  than  they  actually  were  for  the  period  between  1916  and  1924. 


TABLE  24 

Estimated  Tax  Requirements  of  New  York  State  Assuming  Tax  Dollar  to 

Have  Retained  Its  Pre-War  Value 


Year 

Actual  tax  levies 

Index  of 
purchasing 
power  of 
tax  dollar 

Estimated  tax 
requirements 
basis  of  pre-war 
value  of  dollar 

1916 . 

$49,754,400 

59,308,000 

71,483,500 

73,949,200 

120.613.500 

130.389.500 
112,971,400 

128.813.500 

95.7 

$47,615,000 

50,945,600 

54.684.900 
53,835,000 

75.865.900 
81,089,800 
74,787,100 

82.301.900 

1917...  . 

85.9 

1918 . 

76.5 

1919 . . 

72.8 

1920 . 

62.9 

1921.. 

62.2 

1922 .  .  .  . 

66.2 

1923 . 

64.9 

Total . . . 

$745,263,000 

$521,125,200 

If  the  hypothetical  figures  developed  above  are  substituted  for 
the  actual  figures  and  the  average  annual  rate  of  increase  in  state 
taxes  between  1910  and  1923  is  recalculated  on  the  basis  of  the 
new  data,  this  rate  is  found  to  be  only  6.9  per  cent  per  annum  1 
instead  of  11.7  per  cent  as  originally  computed.  It  will  be  recalled 
that  the  average  rate  of  growth  in  state  taxes  during  the  thirty 
years  preceding  1910  was  4.5  per  cent  per  annum.  Even  with  the 
effect  of  price  inflation  eliminated,  it  thus  becomes  evident  that 
the  rate  growth  in  state  taxes  since  1910  has  fyeeii  somewhat  greater 
than  the  normal  rate  obtaining  over  the  preceding  thirty  years. 
As  pointed  out  in  the  previous  report  of  this  committee,2  the  chief 
reasons  for  the  accelerated  rate  at  which  state  taxes  increased  dur¬ 
ing  the  period  just  closed  were:  (1)  more  liberal  state  grants  to 
local  political  units  for  educational  and  highway  purposes  and 
(2)  a  policy  of  financing  the  major  portion  of  permanent  improve¬ 
ments  out  of  current  taxes  instead  of  through  the  sale  of  bonds  as 
theretofore. 

The  Future  Trend  of  Taxes 

Thus  far  the  straight  lines  that  have  been  fitted  to  the  various 
tax  curves  have  been  considered  merely  as  indicating  the  average 
annual  rate  at  which  taxes  have  increased  during  specified  periods 


1  This  rate  involves  a  doubling  of  taxes  approximately  every  eleven  years. 

2  Report  of  Special  Joint  Committee  on  Taxation  and  Retrenchment,  1925, 
p.  153,  N.  Y.  Leg.  Doc.,  1925,  No.  97. 
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in  the  past.  Can  any  more  significance  be  attached  to  these  lines? 
Would  it  be  permissible,  for  instance,  to  regard  them  as  basic 
trends  which  might  be  projected  into  the  future  thus  supplying  a 
rough  means  of  estimating  what  the  state’s  tax  burden  will  be, 
say,  ten  years  hence? 

Here  we  are  treading  on  exceedingly  dangerous  ground.  Had 
the  trend  of  taxes  been  absolutely  uniform  in  the  past,  it  might 
be  reasonably  safe  to  conclude  that  this  trend  would  continue  into 
the  future.  The  rate  at  which  taxes  have  increased,  however,  has 
varied  considerably  in  the  past.  Chart  10  shows  that  the  trend 
line  covering  the  period  from  1850  to  1880  differs  considerably 
in  direction  from  the  trend  between  1880  and  1910,  which  in  turn 
is  not  the  same  as  the  trend  between  1910  and  1924.  The  periods 
cited  have  been  more  or  less  arbitrarily  selected.  If  different 
divisions  had  been  made,  the  resulting  trends  would  also  have  been 
different. 

Assumptions  Underlying  Trend  Projections 

The  assumption  underlying  the  projection  of  a  trend  is  that 
the  basic  conditions  which  determined  the  direction  of  the  trend 
in  the  past  will  repeat  themselves  in  the  future.  As  far  as  the 
growth  of  taxes  in  concerned,  it  is  seen  that  each  period  has  been 
characterized  by  its  own  peculiar  conditions.  If  a  tax  trend  is  to 
projected  into  the  future,  therefore,  it  must  first  be  determined 
what  period  in  the  past,  if  any,  may  be  considered  typical  of  the 
future  period.  But  this  requires  a  knowledge  of  the  future  which 
is  the  very  thing  that  it  is  desired  to  understand.  The  trend 
method,  however,  should  not  be  dismissed  as  altogether  valueless; 
after  we  have  made  our  reasoned  conclusion  or  guess,  as  to  what 
particular  period  in  the  past  the  future  is  likely  to  resemble  most 
closely,  the  projection  of  the  appropriate  trend  brings  out  quanti¬ 
tatively  some  of  the  implications  of  this  conclusion. 

It  is  plain  that  the  experience  of  the  last  ten  years  offers  no 
criterion  of  what  may  reasonably  be  expected  to  happdn  during  the 
next  decade.  The  period  just  closed  was  characterized  by  a  costly 
war  and  a  violent  advance  in  prices.  The  combined  effect  of  these 
two  factors  was  to  send  taxes  bounding  upward  at  a  rate  never 
before  attained.  The  period  from  1850  to  1880  likewise  had  a  war 
accompanied  by  price  inflation;  it  also  offers  no  analogy  for  the 
immediate  future.  The  only  extensive  period  which  might  be  re¬ 
garded  as  representative  of  normal  peace  time  conditions  is  the 
interval  between  1880  and  1910.  It  is  true  that  this  period  had 
its  war,  but  it  is  of  minor  fiscal  importance.  Moreover,  as  pre¬ 
viously  pointed  out,  prices  were  fairly  stable  throughout  the  thirty 
years  in  question.  Are  there  any  real  reasons  for  supposing,  how¬ 
ever,  that  the  trend  of  taxes  during  the  next  decade  will  parallel 
the  trend  obtaining  between  1880  and  1910? 
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Probable  Future  Course  of  Prices 

Considering  first  the  more  general  aspects  of  this  question,  it  is 
assumed  of  course  that  the  ensuing  ten  years  will  not  witness 
another  war.  The  next  important  consideration  concerns  the 
probable  future  trend  of  prices.  This  depends  on  such  a  variety 
of  uncertain  factors  that  no  forecast  can  be  made  with  any  degree 
of  confidence.  Two  sets  of  influences  must  be  weighed;  those  hav¬ 
ing  to  do  with  the  supply  of  money  and  credit,  and  those  having 
to  do  with  the  supply  of  marketable  goods. 

Consideration  of  the  first  set  of  influences  involves  such  technical 
matters  as  the  distribution  of  the  world’s  gold  supply,  the  volume 
of  gold  production  and  the  monetary  and  banking  policies  not 
only  of  the  United  States,  but  of  the  other  important  commercial 
nations  of  the  world.  It  necessitates  an  estimate  of  the  probable 
future  trend  of  international  payments  which  leads  to  the  question 
of  war  debts  and  indemnities,  and  the  extent  to  which  such  claims 
are  likely  to  be  paid  off.  Another  question  involved  is  whether 
private  capital  in  the  United  States  is  likely  to  continue  to  seek 
investment  abroad  to  the  same  extent  as  during  the  recent  past. 
This  in  turn  leads  to  speculation  regarding  the  particular  method 
which  foreign  debtors  are  likely  to  adopt  in  making  payments  of 
interest  or  principal  to  creditors  in  the  United  States.  Will  such 
payments  be  made  in  gold,  goods,  or  additional  certificates  of  in¬ 
debtedness?  The  possibility  of  payment  in  goods  depends  largely 
upon  our  future  tariff  policy  and  this  leads  to  consideration  of  the 
probable  effect  of  an  influx  of  foreign  goods  upon  domestic  prices 
and  industry. 

Enough  has  already  been  said  to  indicate  the  many  complexities 
and  ramifications  of  the  price  problem.  The  present  situation  pre¬ 
sents  possibilities  of  both  rising  and  falling  prices.  For  instance, 
heavy  European  payments  in  the  form  of  gold  may  lead  to  in¬ 
flation.  Payments  in  the  form  of  goods,  on  the  other  hand,  may 
lead  to  price  declines.  An  important  influence  working  toward 
price  stability,  however,  is  the  control  over  credit  exercised  by 
the  Federal  Reserve  Banking  System.  Since  1921  prices  have 
shown  no  definite  trend  either  upward  or  downward  despite  the 
fact  that  the  country’s  gold  reserves  have  been  steadily  increasing, 
a  circumstance  which  ordinarily  would  have  resulted  in  price  in¬ 
flation.  The  influx  of  gold  was  rendered  harmless  and  inflation 
was  prevented  largely  through  the  stabilizing  influence  exercised 
by  the  Federal  Reserve  System.  It  may  reasonably  be  expected 
that  this  stabilizing  influence  will  continue  to  be  exercised  in  the 
future,  and  if  the  experience  of  the  last  three  years  is  any  crite¬ 
rion,  the  probabilities  would  seem  to  be  against  any  violent  fluc¬ 
tuations  in  the  price  level  during  the  next  ten  years. 

In  so  far  as  concerns  the  unlikelihood  of  war  and  of  extreme 
fluctuations  in  prices,  it  may  be  concluded  that  the  era  immediately 
ahead  will  somewhat  approximate  the  period  between  1880  and 
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1910.  Further  investigation  is  needed,  however,  before  it  can  be 
assumed  that  the  analogy  will  extend  to  the  actual  fiscal  needs 
of  the  various  taxing  agencies. 

The  Diminishing  Burden  of  Federal  Taxes 

As  regards  the  federal  government,  at  least,  the  parallel  would 
not  at  first  blush  seem  to  hold.  Federal  taxes  have  been  decreasing 
ever  since  1920.  Tax  reductions  amounting  in  the  aggregate  to 
about  $336,000,000  are  now  being  considered  by  Congress.  These 
reductions,  it  may  be  contended,  will  not  be  the  last.  The  govern¬ 
ment  still  supports  certain  war-born  agencies  and  activities  which 
it  may  be  expected  ultimately  to  liquidate.  The  comptroller- 
general’s  office  and  the  budget  bureau  are  directing  their  efforts 
toward  enforcing  economies  in  the  ordinary  departments  of  govern¬ 
ment.  Our  war  loans  to  Europe  are  gradually  being  settled,  and 
in  the  case  of  Great  Britain  payment  of  interest  has  already 
begun.  Payment  of  both  interest  and  principal  by  the  rest  of  the 
foreign  debtors  should  in  the  future  serve  considerably  to  lighten 
the  burden  upon  the  shoulders  of  American  taxpayers.  Moreover, 
the  federal  government  has  reduced  the  national  debt  from 
$24,000,000,000  on  June  30,  1920,  to  approximately  $20,000,000,000 
on  June  30,  1925.  As  further  retirements  are  made,  annual  in¬ 
terest  requirements  should  be  correspondingly  reduced.  On  the 
basis  of  the  situation,  as  outlined  above,  it  might  reasonably  be 
expected  that  the  direction  of  federal  taxes  during  the  next  ten 
years  would  be  downward,  or  at  least  horizontal.  The  general 
trend  of  federal  taxes  during  the  period  from  1880  to  1910,  on 
the  other  hand,  was  distinctly  upward. 

Unlikelihood  of  Further  Declines 

Upon  the  basis  of  a  more  rigorous  examination  of  federal 
finances,  the  prospect  of  continuing  tax  reductions,  held  forth  in 
the  preceding  paragraph,  does  not  appear  so  certain.  It  is  true 
that  federal  expenditures  chargeable  against  ordinary  receipts 
have  been  reduced  from  $6,842,000,000  in  1920  to  $3,506,000,000 
in  1924,  a  reduction  of  approximately  $3, 000, 000,0002  The  actual 
decrease  is  even  greater  than  this ;  since  in  1924  some  $296,000,000 
was  provided  out  of  current  receipts  for  the  purpose  of  debt  re¬ 
tirement,  whereas  in  1920  no  retirements  were  provided  for  in  this 
manner.  As  brought  out  by  Table  25,  however,  all  of  the  above 
decrease  may  be  more  than  accounted  for  on  the  basis  of  the  decline 
in  war  activities. 

It  is  obvious  that  there  is  a  definite  limit  to  the  possibility  of 
reducing  expenditures  through  the  curtailment  of  war  activities. 
The  indications  are  that  this  limit  has  already  been  reached,  as  is 
evidenced  by  the  fact  that  there  was  an  increase  of  some  $24,000,000 


1  See  Treasury,  Annual  Reports,  1924,  Finance,  p.  20. 

-  See  Fourth  Annual  Report  of  Director  of  the  Bureau  of  the  Budget, 
July  1,  1925,  p.  4. 
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in  expenditures  chargeable  against  ordinary  receipts  as  between 
1924  and  1925.-  The  normal  trend  of  federal  expenditures  has 
always  been  upward  and  with  the  possibilities  of  war  deflation 
exhausted,  this  tendency  should  again  assert  itself. 

TABLE  25 

Reductions  in  Federal  Expenditures  for  Specified  Purposes,  1024  over  1920* 


1920 

1924 

Decrease 

1924  over  1920 

Navy  Department . 

$736,021,456 

$332,249,137 

$403,772,319 

War  department . 

1,610,587,381 

348,629,779 

1 ,261 ,957,602 

Operations  in  Special 

Accounts: 

Railroads . 

1,036,672,157 

22,771,168 

1,013,900,989 

Shipping  Board . 

530,565,650 

85,491,359 

445,074,291 

War  Finance  Corporation. 

228,472,187 

52,539,947 

175,932,240 

Grain  Corporation . 

350,328,495 

350,328,495 

Purchase  of  obligations  of 

foreign  governments . 

421,337,028 

421,337,028 

Total . 

$4,913,984,354 

$841,681,390 

$4,072,302,964 

*  Basic  data  taken  from  Treasury,  Annual  Reports,  1924,  Finance,  Table  F,  page 

375. 


There  is  little  reason  to  believe  that  the  burden  of  increasing 
federal  expenditures  will  be  appreciably  lightened  within  the  near 
future  by  payments  of  interest  and  principal  on  our  foreign  loans. 
Foreign  governments  otve  us  approximately  $12,000,000,000. 
Agreements  have  already  been  reached  with  ten  countries  provid¬ 
ing  for  the  settlement  of  obligations  amounting  to  approximately 
$7,383,000,000.  These  agreements  call  for  payments  of  interest 
and  principal  to  this  country  of  slightly  more  than  $180,000,000 
during  the  year  1926.  Of  this  sum  Great  Britain  will  pay  $160,- 
000,000,  and  the  amount  of  its  payment  has  already  been  taken 
into  account  in  framing  the  tax  reduction  bill  now  before  Congress. 
Although  the  settlements  provide  for  a  rising  scale  of  payments, 
the  increases  during  the  next  ten  years  are  for  the  most  part  slight. 
Thus,  Italy  on  its  debt  of  $2,000,000,000  will,  if  the  present 
arrangement  is  ratified,  pay  $5,000,000  per  annum  during  the  first 
five  years  and  from  $14,000,000  to  $18,000,000  during  the  ensuing 
ten  years.  Of  the  nine  countries  which  have  not  yet  made  settle¬ 
ments,  France  is  the  principal  debtor,  owing  us  some  $4,200,- 
000,000.  If  the  terms  finally  accorded  France  are  as  favorable  as 
those  accorded  Italy,  the  maximum  payments  from  France  during 
the  next  ten  years  cannot  be  expected  to  exceed  $35,000,000  per 
annum. 


106 


Report  of  Special  Joint  Committee 


Probable  Resumption  of  Upward  Trend 

The  tax  reduction  bill  now  before  Congress  contemplates  a  scal¬ 
ing  down  of  taxes  to  the  extent  of  about  $336,000,000  per  annum. 
This  sum  exceeds  the  treasury  surplus  for  the  fiscal  year  ended 
June  30,  1925,  by  about  $85,000,000,  and  the  estimated  surplus 
for  1926  by  about  $74,000,000.  It  is  apparent  from  this  that  the 
proposed  tax  reduction  bill  will  be  the  last  for  some  time  to  come, 
and  that  the  tendency  of  expenditures  to  increase  will  soon  convert 
the  present  downward  direction  of  federal  taxes  into  an  upward 
one.  There  is,  consequently,  some  reason  to  believe  that  the  trend 
of  federal  taxes  during  the  next  ten  or  fifteen  years  will  not  differ 
materially  from  the  trend  between  1880  and  1910. 

The  same  conclusion  also  applies  as  regards  state  and  local  taxes. 
It  has  already  been  seen  that  the  main  reason  for  the  departure 
of  state  taxes  from  the  trend  obtaining  during  the  years  from 
1880  to  1910,  was  the  effect  of  price  inflation  on  governmental 
costs.  Local  taxes  were  doubtedlessly  similarly  affected  by  rising 
prices  and  with  the  prospect  of  a  fairly  even  price  level  during  the 
next  decade,  a  return  to  the  1880-1910  trends  should  be  expected. 

Summary 

The  findings  of  the  present  chapter  may  now  be  summarized  as 
follows.  The  growth  of  the  total  tax  burden  resting  upon  the 
people  of  New  York  State  has  not  been  confined  to  the  last  decade. 
On  the  contrary  the  trend  of  taxes  has  always  been  upward.  The 
average  rate  of  increase  in  New  York  State’s  total  tax  bill,  federal, 
state,  and  local,  over  the  seventy-four  years  from  1850  to  1924  was 
5.6  per  cent  per  annum,  a  rate  which  resulted  in  a  doubling  of  the 
burden  approximately  every  twelve  and  one-half  years.  The 
average  rate  of  increase  in  state  taxes  during  the  period  was  5.7 
per  cent  per  annum.  During  the  period  from  1910  to  1924,  the 
total  burden  of  all  taxes  levied  in  New  York  State  increased  at 
an  average  rate  of  14.8  per  cent  per  annum;  and  taxes  imposed 
by  the  state  government  increased  at  the  rate  of  11.7  per  cent  per 
annum.  This  extremely  rapid  growth  was  due  primarily  to  the 
World  War,  and  to  price  inflation.  With  the  prospect  of  a  more 
stable  price  level  during  the  period  just  ahead  it  is  probable  that 
the  rates  of  increase  in  tax  burdens  will,  within  the  next  few 
years,  return  to  the  normal  rates  obtaining  during  the  period  from 
1880  to  1910,  viz.,  4.5  per  cent  per  annum  for  state  taxes,  and 
4  per  cent  for  the  aggregate  burden  of  federal,  state,  and  local 
taxes. 
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CHAPTER  V— THE  TAXABLE  CAPACITY  OF  NEW  YORK 

STATE 

It  was  shown  in  the  previous  chapter  that  New  York’s  tax 
burden  has  grown  consistently  in  the  past  and  that  it  will  probably 
continue  to  grow  in  the  future.  This  makes  it  all  the  more  im¬ 
portant  to  inquire  whether  taxes  are  increasing  more  rapidly  than 
the  taxable  capacity  of  the  state.  No  adequate  idea  of  the  real 
burdensomeness  of  taxes  can  be  obtained  without  taking  into  con¬ 
sideration  the  number  and  economic  status  of  the  taxpayers.  The 
total  tax  bill  of  the  state  may  double  every  twelve  and  one-half 
years,  but  if  the  aggregate  wealth  and  income  of  the  taxpayers 
also  doubles,  the  relative  sacrifice  involved  does  not  grow  greater, 
and  may  in  fact  grow  less.  In  the  following  section,  therefore, 
it  is  proposed  to  consider  the  rate  of  growth  of  the  state’s  taxable 
capacity  as  measured  by  population,  wealth,  and  private  income. 

Growth  of  Population 

An  idea  of  the  relative  rate  of  increase  in  the  population  of  the 
state  as  compared  with  the  rate  of  increase  of  taxes  may  be  ob¬ 
tained  from  Chart  9.  The  average  rate  of  growth  of  population 
during  the  last  seventy-four  years  has  been  approximately  1.8  per 
cent  per  annum.  This  means  that  the  population  has  doubled 
every  forty  years.  Reference  to  Table  31  will  show  that  the  total 
tax  bill,  federal,  state  and  local,  paid  by  the  people  of  New  York 
State  has  expanded  on  the  average  more  than  three  times  as  fast 
as  the  population.  Table  26  shows  the  actual  population  of  the 
state  as  at  various  years  and  the  amount  of  federal,  state,  and 
local  taxes,  reduced  to  a  per  capita  basis.  It  brings  out  the  sig¬ 
nificant  fact  that  the  total  tax  burden  was  only  $3.91  per  capita 
in  1850,  whereas  by  1924  it  had  jumped  up  to  $116.07  per  capita. 

Growth  of  Taxable  Wealth 

The  fact  that  New  York’s  tax  burden  has  expanded  three  times 
as  fast  as  its  population  is  of  course  no  indication  that  the  growth 
of  taxes  has  been  more  rapid  than  the  growth  of  taxable  capacity. 
A  better  measure  of  the  state’s  taxable  capacity  is  furnished  by 
its  aggregate  wealth.  Unfortunately,  a  full  and  accurate  inventory 
of  the  wealth  of  the  state  is  almost  impossible  to  obtain. 

The  great  difficulties  involved  in  obtaining  figures  on  the  wealth 
of  New  York  State  may  readily  be  grasped  when  it  is  considered 
what  wide  differences  sometimes  appear  in  appraisals  by  experts 
of  a  single  piece  of  property  such  as  a  parcel  of  real  estate  or  the 
plant  of  a  public  utility.  If  all  classes  of  property  changed  hands 
frequently,  and  if  sale  prices  were  recorded,  the  task  would  be 
considerably  simplified.  This,  however,  is  far  from  being  the  case. 
Property  values  ultimately  depend  upon  the  capitalized  value  of 
expected  future  income.  A  property  appraisal,  therefore,  involves 
a  guess  not  only  as  to  what  the  future  income  will  be,  but  as  to 
the  rate  of  interest  to  be  used  in  capitalizing  that  income.  It  will 
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thus  be  seen,  that  even  if  every  single  element  which  goes  to  make 
up  the  aggregate  wealth  of  the  state  were  duly  listed  on  an  in¬ 
ventory,  it  would  be  possible  to  obtain  no  more  than  a  rough  esti¬ 
mate  of  the  value  of  these  elements.  It  is,  however,  exceedingly 
difficult  to  discover  and  catalogue  many  elements  of  wealth.  Cer¬ 
tain  kinds  of  tangible  wealth  such  as  real  estate  and  machinery 
cannot  of  course  be  concealed.  It  is  more  difficult  to  make  an 
accurate  inventory  of  personal  property  such  as  furniture,  cloth¬ 
ing  and  jewelry,  and  intangible  property  such  as  stocks,  bonds 
and  other  evidences  of  indebtedness  may  easily  elude  detection. 

TABLE  26 

Growth  of  Population  and  Per  Capita  Tax  Burdens  in  New  York  State, 

1850-1924 


Year 

Population 
as  at  June  1 

Per  Capita  Tax  Levies 

Federal 

State 

Local 

Total 

1850 . 

3,097,394 

$1  84 

SO  12 

$1  95 

S3  91 

1860 . 

3,880,735 

1  91 

1  40 

3  50 

6  81 

1870 . 

4,382,759 

11  46 

3  26 

8  63 

23  35 

1880 . 

5,082,871 

8  43 

1  86 

7  99 

18  28 

1890 . 

6,003,174 

8  43 

1  87 

9  10 

19  40 

1900 . 

7,268,894 

8  98 

3  09 

13  45 

25  52 

1910 . 

9,136,965 

8  59 

3  76 

18  40 

30  75 

1913 . 

9,467,433 

9  01 

5  40 

29  96 

44  37 

1914 . 

9,577,589 

10  12 

4  56 

25  05 

39  73 

1915 . 

9,687,744 

9  80 

4  59 

26  60 

40  99 

1916 . 

9,839,933 

12  10 

5  06 

27  05 

44  21 

1917 . 

9,992,122 

20  34 

5  94 

30  15 

56  43 

1918 . 

10,144,311 

75  65 

'7  05 

32  02 

114  72 

1919 . 

10,296,500 

70  40 

7  18 

33  77 

111  35 

1920 . 

10,448,690 

112  66 

11  54 

37  37 

161  57 

1921 . 

10,600,879 

92  14 

12  30 

42  78 

147  22 

1922 . 

10,753,068 

65  06 

10  51 

43  73 

119  30 

1923 . 

10,905,257 

58  31 

11  65 

46  15 

116  11 

1924 . 

11,057,446 

55  52 

11  98 

48  57 

116  07 

The  only  estimates  of  the  wealth  of  New  York  State  extending 
over  a  considerable  period  of  years  are  those  of  the  United  States 
Bureau  of  the  Census.  These  estimates  do  not  by  any  means  cover 
all  classes  of  wealth  owned  by  inhabitants  of  the  state.  They  refer 
only  to  tangible  wealth  having  its  situs  within  the  state.  Some  of 
this  wealth  may  be  owned  by  outsiders.  On  the  other  hand,  the 
census  figures  do  not  take  into  account  property  owned  by  citizens 
but  located  without  the  boundaries  of  the  state.  The  estimates  of 
the  Bureau  of  the  Census  are  based  in  part  on  tax  records  and 
although  the  assessed  valuations  have  been  raised  to  the  estimated 
true  yglpps,  the  figures  are  probably  still  subject  to  a  considerable 
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margin  of  error.  Nevertheless,  they  are  the  only  ones  available 
and  should  be  useful  as  furnishing  some  indication  of  the  trend 
of  wealth  accumulation. 

Table  27  gives  an  idea  of  the  various  catagories  of  wealth  in¬ 
cluded  in  the  census  estimates. 

The  increase  in  the  tangible  wealth  of  New  York  State  during 
the  72  years  from  1850  to  1922,  which  is  the  latest  year  for  which 
figures  have  been  compiled,  is  shown  in  Table  28.  For  comparative 
purposes,  the  ratio  of  the  various  tax  burdens  to  the  total  taxable 
wealth  is  also  shown.  It  is  seen  that  the  wealth  of  the  state  has 
increased  enormously  since  1850.  The  average  rate  of  increase 
during  the  period  under  review  is  approximately  4  per  cent  per 
annum,  which  on  the  average  means  a  doubling  of  wealth  every 
eighteen  years.  This  rate,  however,  has  not  been  rapid  enough 
to  keep  pace  with  the  increase  in  taxes.  Reference  to  Table  22  will 
show  that,  during  the  period  from  1850  to  the  present,  the  total 
tax  burden  grew  on  the  average  about  one  and  one-half  times  as 
fast  as  the  taxable  wealth.  It  is  not  until  1900,  however,  that  the 
relative  rates  of  increase  of  wealth  and  taxes  begin  to  diverge 
widely.  It  will  be  noted  from  Table  28  that  the  ratio  of  the  total 
tax  burden  to  the  total  taxable  wealth  is  fairly  constant  prior  to 
1900.  After  that  year,  however,  the  ratio  increases  rapidly. 

Income  as  a  Measure  of  Taxable  Capacity 

Tangible  wealth  is  after  all  only  an  imperfect  measure  of  taxable 
capacity  since  income  from  property  represents  but  a  fraction  of 
the  total  income  of  the  state.  The  bulk  of  the  population  derives 
its  support  from  salaries  and  wages,  from  professional  fees,  or  from 
business  profits.  More  than  half  of  the  aggregate  income  of  the 
people  of  New  York  State,  for  instance,  consists  of  salaries  and 
wages.* 1  The  wage  earning  employee,  the  professional  man,  and 

TABLE  27 

Estimated  Wealth  of  New  York  State,  1922  * 


Real  property  and  improvements: 

Taxed  .  $16,741,770,000 

Exempt  .  4,016,064,000 

Live  stock  .  225,149,000 

Farm  implements  and  machinery .  134,379,000 

Manufacturing  machinery,  tools  and  implements .  2,133,897,000 

Railroads  and  equipment .  1,479,682,000 

Privately  owned  transportation  and  transmission  enter¬ 
prises,  other  than  railroads .  2,545,446,000 

Stocks  of  goods,  vehicles,  furniture  and  clothing .  9,758,875,000 


Total  .  f$37 , 035 , 262,000 


*  United  States  Department  of  Commerce,  Bureau  of  Census,  Estimated 
Value  of  National  Wealth,  1922. 

f  Includes  only  tangible  wealth.  The  state  tax  commission  estimates  the 
intangible  wealth  of  New  York  State,  i.  e.,  property  in  money,  stocks,  bonds, 
mortgages,  notes,  etc.  at  $29,500,000,000.  For  details  of  this  estimate  see 
Report  of  State  Tax  Commission,  1924,  p.  78. 

i  See  Income  in  the  Various  States  by  Maurice  Leven,  publications  of  the 
National  Bureau  of  Economic  Research,  Inc.,  No.  7,  p.  239. 
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TABLE  28 

Estimated  True  Value  of  Tangible  Property  Situated  in  New  York  State 
and  Ratio  of  Tax  Burdens  to  Taxable  Wealth,  1850-1922 


Year 

Estimated  True  Value  of 
Tangible  Wealth  (000  omitted) 

Per 

capita 

taxable 

wealth 

Ratio  of  Tax  Burdens 
to  Taxable  Wealth 
Per  Cent 

Total 

Exempt 

Taxable 

Local 

State 

Total 

includ¬ 

ing 

Federal 

taxes 

1850.. 

t 

t 

$1,080,309 

$349 

0.56 

0.03 

1.12 

I860.. 

t 

t 

1,843,339 

475 

0.74 

0.29 

1.43 

1870.. 

t 

t 

6,500,841 

1,483 

0.58 

0.22 

1.57 

1880.. 

16,308,000 

t 

t 

t 

t 

t 

t 

1890.. 

8,576,702 

567,017 

8,009,685 

1,335 

0.68 

0.14 

1.45 

1900.. 

12,505,330 

990,836 

11,514,494 

1,584 

0.85 

0.19 

1.61 

1912.. 

25,011,105 

3,098,476 

21,912,629 

2,300 

fl.29 

f0. 23 

fl.92 

1922.. 

37,035,262 

4,016,064 

33,019,198 

3,071 

1.42 

0.34 

3.88 

*  Figures  from  1850  to  1912  inclusive  obtained  from  Bureau  of  the  Census,  Wealth. 
Debt,  and  Taxation,  1913,  Vol.  1,  p.  25.  Figures  for  1922  obtained  from  advance 
sheets  of  Bureau  of  the  Census. 

t  Based  on  1913  Tax  Levies. 

j  Not  available. 

the  business  entrepreneur  possess  the  ability  to  pay  taxes  as  well 
as  the  owner  of  property.  Nevertheless,  this  ability  is  not  taken 
cognizance  of  where  taxable  capacity  is  measured  solely  by  tangible 
wealth.  The  real  wealth  of  New  York  State  is  represented  not 
by  the  tangible  property  located  within  its  borders,  but  by  the 
capitalized  value  of  the  aggregate  income  of  all  its  inhabitants 
from  whatever  source  derived.  Income,  therefore,  furnishes  a 
much  better  index  than  tangible  wealth  of  the  growth  of  taxable 
capacity. 

There  is  a  further  reason  for  accepting  income  rather  than 
wealth  as  the  ultimate  measure  of  the  state’s  taxable  capacity. 
In  the  final  analysis,  practically  all  taxes  are  a  charge  upon  the 
current  social  income.  This  is  true  even  of  taxes  levied  nominally 
against  capital  such  as,  for  instance,  the  inheritance  tax.  An  indi¬ 
vidual  may  be  forced  to  sell  some  of  his  property  and  thus  to 
reduce  his  individual  capital  in  order  to  obtain  the  liquid  funds 
necessary  to  meet  his  tax  obligations.  The  state’s  aggregate  stock 
of  productive  capital  goods,  however,  is  not  thereby  reduced.  The 
transaction  merely  represents  a  shifting  of  ownership.  On  the 
other  hand,  taxes  do  affect  both  the  composition  and  volume  of 
the  stream  of  new  production,  for  the  things  the  state  requires  in 
order  to  carry  on  its  functions  are  for  the  most  part,  articles  which 
from  their  very  nature  must  be  currently  produced,  such  as 
materials  and  supplies,  and  food,  clothing,  and  shelter  for  govern¬ 
mental  employees,  and  the  inmates  of  state  institutions.  The  effect 
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of  taxation  is  to  divert  a  portion  of  the  income  stream  from  the 
channel  of  private  economy  to  that  of  public  use.  It  is  obvious 
that  what  the  government  can  safely  divert  bears  some  relation 
to  the  size  of  the  main  stream,  or,  in  other  words,  to  the  volume 
of  current  production.  Income,  therefore,  must  furnish  the  start¬ 
ing  point  for  any  adequate  estimate  of  the  taxable  capacity  of 
the  state. 

The  Growth  of  Income  in  New  York  State 

Table  29  presents  estimates  of  the  private  income  of  New  York 
State  by  ten-year  intervals  from  1850  to  1910,  and  by  one-year 
intervals  from  1919  to  1923.  A  detailed  description  of  the  methods 
used  in  arriving  at  these  estimates  is  given  in  Appendix  IV.  It 
will  be  noted  that  the  aggregate  income  of  the  inhabitants  of  the 
state  has  grown  rapidly  throughout  the  73  years  under  review. 
This  is  true  not  only  of  the  aggregate  income,  but  of  the  per  capita 
figures  as  well.  The  average  income  per  capita  in  1923  was  about 
$952,  which  was  over  twice  the  per  capita  income  for  1910,  and 
more  than  nine  times  that  of  1850.  Nor  was  all  of  this  increase 
fictitious,  and  due  to  the  changing  level  of  prices.  In  order  to 
eliminate  the  effect  of  price  fluctuations,  all  of  the  income  figures 
have  been  equated  to  the  price  level  of  1913  by  dividing  them  by 
appropriate  index  numbers.  It  will  be  seen  that  even  when 
measured  in  terms  of  a  stable  monetary  unit,  the  growth  of  in¬ 
come  in  New  York  State  has  been  relatively  rapid.  In  terms  of 
1913  purchasing  power,  the  per  capita  income  in  1923  was  nearly 
six  times  greater  than  in  1850,  and  50  per  cent  greater  than  in 
1910. 

TABLE  29 

Growth  of  Income  in  New  York  State  and  Ratio  of  Tax  Burdens  to  Income, 

1850  — 1923 


Year 

Estimated  Income 
at  Current  Values 

Index 
num¬ 
bers  * 

Estimated  Income  , 
at  1923  Values 

Ratio  of  Tax  Burdens  to 
Income  at  Current  Values 

Total  in 
thousands 

Per 

capita 

Total  in 
thousands 

Per 

capita 

Federal 
per  cent 

State 

per 

cent 

Local 

per 

cent 

Total 

per 

cent 

1850 . 

§318,322 

$102.8 

90 

$353,691 

$114.2 

1.8 

0.1 

1.9 

3.8 

I860 . 

501,345 

129.2 

88 

569,710 

146.8 

1.5 

1.1 

2.7 

5.3 

1870 . 

971,281 

221.6 

125 

777,025 

177 . 3 

5.2 

1.4 

3.9 

10.5 

1880 . 

1,021,886 

201.1 

94 

1,087,112 

213.9 

4.2 

0.9 

4.0 

9.1 

1890 . 

1,647,458 

274.4 

80.5 

2,046,532 

340.9 

3. 1 

0.7 

3.3 

7.1 

1900 . 

2,183,872 

300.4 

80.5 

2,712,884 

373.2 

3.0 

1.0 

4.5 

8.5 

1910 . 

3,793,293 

415.2 

100.9 

3,759,458 

411.5 

2.1 

0.9 

4.4 

7.4 

1919 . 

9,074,859 

881.4 

188.3 

4,819,362 

468.1 

8.0 

0.8 

3.8 

12.6 

1920 . 

10,225,114 

978.6 

208.5 

4,904,131 

469.3 

11.5 

1.2 

3.8 

16.5 

1921 . 

7,996,655 

754.3 

177.3 

4,510,240 

425.4 

12.2 

1.6 

5.7 

19.5 

1922 . 

9,114,699 

847.6 

167.3 

5,448,117 

506.8 

7.7 

1.2 

5.2 

14.1 

1923 . 

10,389,991 

952.4 

170.9 

6,079,573 

557.4 

6. 1 

1.2 

4.8 

12.1 

*  The  so-called  cost  of  living  index  numbers  probably  furnish  a  better  measure  of  changes  in 
the  purchasing  power  of  the  income  of  the  people  than  index  numbers  of  wholesale  prices.  Records 
of  changes  in  the  cost  of  living,  however,  do  not  extend  back  farther  than  1913.  The  present 
index  was  derived  by  splicing  an  index  of  wholesale  prices  given  on  page  47  of  the  July,  1925,  issue 
of  the  Monthly  Labor  Review,  to  the  United  States  Bureau  of  Labor  Statistics  index  numbers 
of  changes  in  the  cost  of  living. 
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Comparative  Growth  of  Taxes  and  Income 

Chart  9  shows  graphically  the  rate  of  growth  of  the  income  of 
the  people  of  the  State  of  New  York  as  compared  with  the  rate 
of  growth  of  tax  burdens.  During  the  73  years  from  1850  to 
1923,  income  expanded  at  an  average  rate  of  4.8  per  cent  per 
annum,  doubling  approximately  every  fifteen  years.  It  will  be 
recalled  that  New  York’s  total  tax  bill  —  federal,  state,  and  local 
—  increased  over  the  same  period  at  the  average  rate  of  5.6  per 
cent  per  annum.  Taxes  have,  therefore,  been  expanding  somewhat 
faster  than  income,  and  if  the  same  relative  rates  of  increase  were 
maintained  in  the  future,  taxes  would  reach  a  point  where  they 
would  absorb  the  entire  income  of  the  people  at  the  end  of  three 
hundred  years.  Whether  these  relative  rates  of  growth  actually 
could  be  maintained  over  so  long  an  interval  is,  of  course,  an 
entirely  different  question. 

Just  as  the  rate  of  growth  of  taxes  has  varied  from  period  to 
period,  so,  too,  the  rate  of  increase  of  income  has  also  been  subject 
to  fluctuation.  This  fact  is  brought  out  graphically  in  Chart  10, 
which  depicts  the  respective  trends  of  income  and  tax  burdens 
during  the  three  periods  from  1850  to  1880,  from  1880  to  1910, 
and  from  1910  to  1924.  The  accompanying  tabulation  (Table  30) 
gives  the  respective  average  annual  rates  of  increase  applicable  to 
these  periods. 


TABLE  30 

Comparative  Annual  Rates  of  Growth  of  Income  and  Tax  Burdens 


Per  Cent — 
1850  to 
1880 

Per  Cent — 
1880  to 
1910 

Per  Cent — 
1910  to 
1924 

Per  Cent — 
1850  to 
1924 

Income  of  people  of  New  York  State. 

4.2 

4.3 

8.3 

4.8 

Total  tax  bill,  federal,  state,  and  local . 

7.9 

■  3.8 

14.8 

5.6 

State  taxes . 

11.2 

4.5 

11.7 

5.7 

Local  taxes . 

6.8 

4.8 

8.2 

5.5 

Federal  taxes . 

8.3 

2.1 

24.5 

5.9 

It  will  be  noted  from  Table  30  that  during  the  years  from  1850 
to  1880,  the  total  tax  bill  of  the  state  grew  nearly  twice  as  rapidly 
as  the  income  of  the  people.  During  the  period  from  1880  to  1910, 
on  the  other  hand,  income  increased  at  a  faster  rate  than  taxes. 
Since  this  particular  period  is  the  only  one  of  the  three  under 
consideration  which  had  neither  an  expensive  war  nor  violent  price 
disturbances,  the  fact  that  it  witnessed  a  more  rapid  increase  of 
income  than  of  taxes  is  of  considerable  significance.  During  the 
years  from  1910  to  1924  taxes  again  increased  almost  twice  as 
fast  as  income.  It  has  already  been  pointed  out  that  the  recent 
period  of  rapid  tax  expansion  reached  its  culmination  in  1920  and 
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that,  barring  another  war,  the  trend  of  the  total  tax  burden  dur¬ 
ing  the  next  few  decades  should  approximate  that  of  the  period 
from  1880  to  1910.  It  is  not  proposed  to  venture  a  prediction  as 
to  the  probable  future  course  of  income,  but  it  is  at  least  worth 
noting  in  this  connection,  that  the  average  annual  rate  of  increase 
in  per  capita  income  measured  in  terms  of  1913  dollars  has  been 
considerably  greater  since  1920  than  the  average  obtaining  during 
the  period  from  1880  to  1910. 

The  Relative  Burdensomeness  of  Taxation 

It  is  sometimes  attempted  to  measure  the  relative  burdensome¬ 
ness  of  taxation  by  the  ratio  which  taxes  bear  to  the  total  income 
of  the  people.  If  this  is  a  fair  criterion,  it  will  be  seen  from 
Table  29  that  the  degree  of  sacrifice  imposed  upon  the  present 
generation  of  taxpayers  has  no  precedent  in  the  entire  history 
of  the  state.  In  1850  the  aggregate  amount  of  taxes  —  federal, 
state  and  local  —  paid  by  the  people  of  New  York  State  repre¬ 
sented  only  3.8  per  cent  of  their  total  annual  income.  In  1910 
the  ratio  of  taxes  to  income  was  7.4  per  cent.  In  1921  the  ratio 
rose  to  19.5  per  cent,  and  in  1923,  the  last  year  for  which  statistics 
are  available,  it  stood  at  12.1  per  cent. 

If  the  view  is  taken  that  taxes  represent  wealth  taken  out  of 
productive  uses  to  be  spent  more  or  less  unproductively,  that  they 
diminish  the  rewards  of  private  enterprise,  and  reduce  by  so  much 
what  might  be  invested  for  the  purposes  of  enlarging  future  pro¬ 
duction,  the  present  high  ratio  of  taxes  to  income  may  easily  ap¬ 
pear  alarming.  The  question  may  again  be  asked  whether  tax 
burdens  have  not  reached  a  point  where  they  are  acting  as  a  check 
upon  the  economic  progress  of  the  state. 

Significance  of  Ratio  of  Taxes  to  Income 

Before  attempting  to  answer  this  question,  it  is  in  order  to  in¬ 
quire  whether  the  ratio  of  taxes  to  income  actually  possesses  much 
worth  as  a  means  of  comparing  the  relative  burdensomeness  of 
taxes  over  different  periods  of  time.  A  little  reflection  should 
serve  to  indicate  that  this  ratio  taken  by  itself  has  in  reality  small 
significance.  The  present  ratio  of  taxes  to  income  in  New  York 
State  is  three  times  as  high  as  the  ratio  for  1850,  but  it  does  not 
necessarily  follow  that  the  sacrifice  imposed  upon  the  taxpayer  is 
likewise  three  times  as  great.  Other  factors  must  be  taken  into 
consideration,  one  of  the  most  important  of  which  is  the  average 
degree  of  prosperity  enjoyed  by  the  taxpayers. 

The  principle  of  progressive  taxation  is  based  on  a  recognition 
of  the  fact  that  the  ability  to  pay  taxes  increases  more  rapidly 
than  income.  A  tax  of  10  per  cent  may  represent  comparatively 
little  hardship  to  the  individual  whose  income  is  in  excess  of 
$100,000  per  annum,  but  it  proves  a  crushing  burden  unon  one 
whose  income  is  barely  sufficient  to  purchase  the  necessities  of  life. 
In  1850  the  average  income  in  New  York  State  was  exceedingly 
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low,  only  $103  per  capita.  In  1923  it  was  approximately  $952 
per  capita.  In  view  of  this  enormous  improvement  in  economic 
status,  taxes  might  well  absorb  a  larger  proportion  of  the  tax¬ 
payer’s  income  without  entailing  additional  hardship. 

Aside  from  the  consideration  just  cited,  it  is  apparent  that  the 
relative  burdensomeness  of  taxes  depends  largely  upon  the  pur¬ 
poses  for  which  taxes  are  spent.  Unproductive  expenditures  are 
a  drain  upon  the  economic  resources  of  the  community,  but  taxes 
which  are  spent  in  suplying  services  and  utilities  which  the  indi¬ 
vidual  would  otherwise  have  to  provide  for  himself  do  not  con¬ 
stitute  an  additional  burden.  The  bulk  of  the  taxes  levied  by 
New  York  State  are  expended  for  education,  highways,  and  the 
care  of  defectives  and  delinquents.  These  services  have  in  the 
past,  and  are,  to  a  certain  extent  still,  supplied  by  private  agencies, 
but  were  they  left  in  their  entirety  to  individual  initiative,  they 
would  still  represent  a  cost  to  the  community. 

The  significance  of  the  ratio  of  taxes  to  income  is  further 
obscured  by  the  varying  proportions  of  the  total  levy  spent  for 
interest  and  amortization  of  public  debt.  This  proportion  is  at 
present  higher  than  ever  before,  owing  to  the  tremendous  federal 
debt  contracted  during  the  World  War.  In  1924,  interest  and 
debt  retirement  accounted  for  over  47  per  cent  of  the  ordinary 
expenditures  of  the  federal  government,  whereas  in  1850  these 
charges  represented  less  than  10  per  cent  of  the  total  national 
expenditure.  Taxes  spent  for  interest  and  debt  retirement  do  not 
constitute  a  subtraction  from  the  fund  of  wealth  available  for 
investment  in  private  enterprise.  They  simply  result  in  a  transfer 
of  wealth  from  the  pockets  of  the  taxpayers  to  the  pockets  of  gov¬ 
ernment  bondholders,  and  in  many  cases  the  taxpayer  and  the 
bondholder  are  one  and  the  same  person.  The  economic  effect  of 
those  taxes  is,  therefore,  not  the  same  as  the  effect  exerted  by  taxes 
expended  for  other  purposes. 

Are  Taxes  Checking  Industrial  Progress?  • 

In  view  of  the  considerations  cited  above,  it  is  clear  that  the 
ratio  of  taxes  to  income  throws  very  little  light  on  the  question 
of  whether  the  present  weight  of  taxation  is  checking  the  economic 
development  of  the  state.  A  more  reliable  guide  is  found  in  the 
rate  of  increase  of  per  capita  income.  If  taxes  have  actually 
reached  a  point  where  they  are  slowing  down  the  rate  of  industrial 
progress,  this  condition  should  be  indicated  by  a  decline  in  the 
rate  of  growth  of  private  income.  No  such  tendency  is  observable 
from  the  income  figures  shown  in  Table  29. 

The  following  table  (Table  31)  gives  for  various  past  periods 
the  average  annual  rates  of  increase  of  per  capita  income  measured 
in  terms  of  1913  purchasing  power : 
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TABLE  31 

Comparative  Growth  of  Income  in  New  York  State 


Period 

1850-1860 

1860-1870 

1870-1880 

1880-1890 

1890-1900 

1900-1910 

1910-1919 

1919-1923 


Per  cent  average 
annual  rate  of 
growth 
2.6 
1.9 
2.1 
4.8 
1.0 
1.0 

1.5 

4.5 


It  is  apparent  from  Table  31  that  the  high  level  of  taxes  pre¬ 
vailing  during  the  four  years  from  1919  to  1923  has  had  no 
untoward  effect  upon  the  rate  of  growth  of  per  capita  income. 
Barring  the  decade  from  1880  to  1890,  the  rate  of  increase  during 
these  four  years  was  greater  than  at  any  previous  time  in  the 
history  of  the  state.  This  rapid  increase  of  private  income  would 
appear  to  indicate  that  the  present  burden  of  taxes  in  New  York 
State,  large  as  it  is,  nevertheless,  is  still  well  within  the  limit  of 
the  state’s  maximum  taxable  capacity. 

The  Urban  and  the  Rural  Tax  Burden 

The  tax  burden  in  the  cities  and  the  tax  burden  in  the  rural 
areas  are  frequently  compared.1  Most  of  these  comparisons,  how¬ 
ever,  are  based  upon  individual  instances  or  upon  personal 
opinions,  influenced  more  or  less  by  prejudice.  It  is  not  possible 
to  say  with  finality  what  taxes  are  paid  in  this  state  by  any  single 
economic  group,  such  as  the  farmer,  the  city  dweller,  the  manu¬ 
facturer,  or  the  merchant.  In  the  first  place,  the  tax  statistics  are 
not  classified  and  tabulated  to  show  what  kind  of  a  man  pays  the 
tax.  But  even  if  they  were,  what  shall  be  done  with  taxes  which 
are  shifted?  Who  pays  the  mortgage  tax,  the  man  who  registers 
the  mortgage  or  the  farmer  who  owns  the  mortgaged  farm?  Who 
pays  the  gross  receipts  *  ‘  additional  franchise  fax,  ’  ’ 2  the  railroad, 
or  the  farmer  who  ships,  or  the  consignee,  or  the  consumer  in  the 
city?  Who  pays  the  4%  per  cent  manufacturer’s  business  income 
tax,3  the  shoe  manufacturer,  or  the  wearers  who  live  in  the  city 
and  on  the  farm?  And  what  is  the  effect  on  taxpayers  of  inter¬ 
state  and  foreign  business?  These  questions  cannot  be  answered 
in  any  simple  way,  especially  since  the  students  of  public  finance 
do  not  agree  among  themselves  at  all  points.  With  so  complicated 
a  situation  it  is  dangerous  to  make  positive  statements  with  regard 
to  the  comparative  tax  burdens  of  the  farmer  and  the  city  dweller. 

Nevertheless  your  committee  believes  that  no  changes  in  the  tax 
system  of  the  state  or  in  the  tax  rates  under  established  taxes 

1  A  brief  statement  of  available  comparative  material  was  presented  by  this  com¬ 
mittee  in  its  report  for  1924,  Legislative  Doc.  91  (1924)  p.  52  ff. 

2  Tax  law  Sec.  184. 

*  Tax  law  Art.  9- A. 
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should  be  made  without  a  consideration  of  the  comparative  fairness 
of  existing  taxes.  We  have  therefore  made  an  effort  in  Table  32 
to  estimate  the  comparative  wealth,  income  and  tax  burdens  of 
the  urban  and  rural  sections  of  New  York  State.  We  wish  it 
clearly  understood,  however,  that  these  estimates  are  to  be  used 
with  the  greatest  caution.  They  indicate  probable  tendencies 
rather  than  a  final  analysis  of  known  facts. 

TABLE  32 

Tentative  Estimate  of  Urban  and  Rural  Wealth,  Income  and  Taxes  in 

New  York  State 


Urban* 

Rtjral 

Total  State 

Per 

cent 

Amount 

Per 

cent 

Amount 

Wealth  (1924): 

Gross  Wealth . 

87.3 

$60,525,000,000 

12.7 

$8,828,000,000 

$69,353,000,000 

Net  wealth . 

87.3 

43,650,000,000 

12.7 

6,350,000,000 

50,000,000,000 

Equalized  assessment  value 

of  taxable  real  estate  and 

personal  property . 

87.4 

16,617,185,005 

12.6 

2,405,048,808 

19,022,206,813 

Income  (1923): 

Entire  population . 

87.2 

9,061,000,000 

12.8 

1,328,000,000 

10,389,000,000 

State  income  taxes  paid 

(1922) . 

92.0 

22,891,383 

8.0 

2,000,017 

24,891,400 

Taxes  (1924),  total . 

85.9 

1,102,242,000 

14.1 

181,181,000 

1,283,423,000 

Federal . 

91.7 

562,717,000 

8.3 

51,156,000 

613,873,000 

State . 

85.6 

113,391,000 

14.4 

19,087,000 

132,478,000 

Local. . . 

79.3 

426,134,000 

20.7 

110,938,000 

537,072,000 

State  and  local . 

80.6 

539,525,000 

19.4 

130,025,000 

669,550,000 

Taxes  in  per  cent  of  income: 

Total . 

12.16 

13.64 

12.35 

Federal . 

6.21 

3.85 

5.91 

State. . . . . . 

1.25 

1.44 

1.27 

Local . 

4.70 

8.35 

5.17 

State  and  local . 

5.95 

9.79 

6.44 

Population  (1920) . 

79.9 

8,303,652 

20.1 

2,081,575 

10,385,227 

*  Communities  of  5,000  and  over. 

Basis  of  Estimation 

Because  of  the  tentative  character  of  the  figures  in  Table  32 
we  wish  to  state  definitely  how  these  have  been  arrived  at. 

The  total  wealth  of  the  state  has  been  taken  from  pages  78 
and  87  of  the  1924  report  of  the  state  tax  commission.  These  are 
based  upon  United  States  census  figures.  Each  of  the  items  of 
wealth  there  shown  has  been  divided  between  the  urban  and  rural 
sections  of  the  state  on  the  basis  of  indices  derived  from  the  state 
tax  report  or  from  the  United  States  census  of  business,  occupa¬ 
tions,  or  wealth.  Wherever  possible  the  totals  for  the  cities  of  the 
state  have  been  used  as  representing  the  urban  portion,  but  where 
no  figures  exist  for  the  cities  by  themselves,  the  ten  or  twelve  urban 
counties  have  been  used.  For  example,  63  per  cent  of  the  total 
value  of  automobiles  has  been  assigned  to  the  urban  population 
because  the  urban  counties  paid  63  per  cent  of  the  motor  vehicle 
tax;  84  per  cent  of  manufacturers’  stocks  is  classed  as  urban 
because  84  per  cent  of  the  personal  property  of  merchants  and 
manufacturers  is  reported  as  located  in  the  cities  by  the  corpora- 
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tions  which  pay  the  corporation  income  tax  in  New  York.  This 
distribution  is  corroborated  by  the  fact  that  82  per  cent  of' the 
value  of  manufactured  products  falls  in  the  cities  of  the  state 
according  to  the  United  States  census  of  wealth  (1920).  Ninety- 
three  per  cent  of  merchants’  stock  is  allocated  to  the  cities  because 
93  per  cent  of  those  engaged  in  trade  is  in  the  cities  according  to 
the  United  States  census  of  occupations  (1920).  These  indicate 
the  methods  which  have  been  followed  in  allocating  the  total 
wealth  as  between  the  urban  and  rural  populations. 

The  net  wealth ,  fifty  million  dollars,  is  the  figure  of  the  state 
tax  commission.  The  difference  between  gross  and  net  wealth  is 
primarily  due  to  the  overlap  between  tangible  and  intangible 
wealth.  The  fairest  way  to  distribute  this  as  between  city  and 
country  appears  to  be  to  deduct  a  proportionate  amount  from  each 
so  that  the  relation  of  the  two  is  the  same  after  the  reduction  as 
before. 

The  equalized  assessed  value  of  taxable,  real,  and  personal  prop¬ 
erty  is  taken  with  certain  adjustments  directly  from  the  1924  tax 
report  which  gives  the  figure  for  the  state  in  the  equalization  table 
(page  82)  and  summarizes  the  cities  in  a  separate  table 
(page  118).  The  only  important  adjustment  is  the  addition  to 
the  city  total  of  exempt  housing  in  New  York  City  which  is  included 
in  the  state  total  with  which  the  cities  are  compared. 

The  income  total  is  taken  from  Table  29  of  this  report.  In  its 
allocation  we  have  split  it  up  into  income  over  $2,000,  which  is 
apportioned  on  the  basis  of  the  1922  income  tax  analysis  of  the 
tax  department  ;  and  income  under  $2,000,  which  is  apportioned 
on  the  basis  of  farm  income  estimates  of  the  Bureau  of  Economic 
Research  (Knauth,  Distribution  of  Income  by  States,  1919)  and 
a  computation  of  non-farm  rural  income.  Corporate  surplus  is  dis¬ 
tributed  on  the  basis  of  corporation  income  tax  returns  under 
Article  9-A. 

The  1920  census  figures  have  been  used  for  population.  The 
population  of  all  places  of  5,000  and  over  has  been  considered  as 
urban. 

The  total  taxes  are  taken  from  Table  19  of  this  report.  They 
differ  slightly  from  the  tabulation  on  page  65  of  the  1924  state 
tax  report  because  we  have  used  a  different  method  of.  determining 
the  New  York  State  share  of  federal  taxes.  The  distribution  of 
taxes  was  worked  out  by  treating  each  individual  tax  separately. 
For  example,  the  federal  personal  income  tax  was  distributed  on 
the  basis  of  the  New  York  State  income  analysis  of  1922,  while 
the  federal  corporation  income  tax  was  apportioned  on  the  basis 
of  value  added  by  manufacture  as  shown  in  the  United  States 
census  of  manufacture. 

Local  taxes  were  distributed  on  the  basis  of  Table  2  of  the  1924 
tax  report,  supplemented  chiefly  by  income  tax  figures  from  the 
1922  report.  State  taxes  were  similarly  handled  with  considerable 
material  drawn  from  Table  31  of  the  1924  tax  report  where  the 
county  is  the  unit.  It  should  be  noted  that  no  allowance  is  made 
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for  the  shifting  of  taxes.  We  have  attempted  to  find  the  man 
or  property  which  pays  over  the  cash  and  have  not  traced  the 
underlying  manipulations. 

Taxes  in  per  cent  of  income  are  computations  based  directly 
upon  the  figures  for  wealth,  income,  and  taxes  in  this  table.  They 
differ  slightly  from  the  figures  on  pages  87  of  the  1924  tax  report 
because  wre  are  using  income  for  1923,  which  is  higher  than  for 
1919,  and  a  slightly  lower  share  of  the  federal  tax  burden.  These 
figures  differ  also  slightly  from  those  in  Table  29  which  are  for 
1923  taxes. 

Tentative  Conclusions  Rased  on  This  Table 

Keeping  in  mind  the  extremely  tentative  character  of  our  esti¬ 
mate  of  urban  and  rural  wealth,  income,  and  taxes,  we  may  ask 
what  the  table  tends  to  show.  The  following  deductions  may 
apparently  be  drawn  from  the  figures  presented : 

1.  The  urban  areas  have  80  per  cent  of  the  population,  87  per 
cent  of  the  wealth,  87  per  cent  of  the  income,  and  pay  86  per  cent 
of  the  aggregate  federal,  state,  and  local  taxes. 

2.  The  rural  areas  have  20  per  cent  of  the  population,  13  per 
cent  of  the  wealth,  13  per  cent  of  the  income  and  pay  14  per  cent 
of  the  aggregate  taxes. 

3.  In  the  urban  communities  the  income  tax  paid  is  a  greater 
percentage  of  total  income  (.14  per  cent)  than  in  the  rural  sec¬ 
tions  (.08  per  cent). 

4.  The  urban  centers,  with  87  per  cent  of  the  wealth  and  income, 
bear  92  per  cent  of  New  York’s  share  of  the  federal  taxes,  86  per 
cent  of  the  state  taxes,  but  only  79  per  cent  of  the  local  taxes 
levied  in  the  state. 

5.  The  rural  sections,  with  13  per  cent  of  the  wrealth  and  income, 
bear  but  8  per  cent  of  New  York’s  share  of  the  federal  taxes, 
together  with  14  per  cent  of  the  state  taxes,  and  21  per  cent  of  the 
local  taxes. 

6.  The  aggregate  of  federal,  state,  and  local  taxes  paid  by  the 
urban  sections  is  12.16  per  cent  of  urban  income,  while  the  aggre¬ 
gate  of  taxes  paid  by  the  rural  sections  is  13.64  per  cent  of  rural 
income. 

7.  The  urban  centers  are  paying  6.21  per  cent  of  their  income 
in  federal  taxes,  while  the  rural  sections  are  paying  3.85  per  cent. 

8.  The  percentages  going  for  state  taxes  are,  urban  1.25  per 
cent,  and  rural  1.44  per  cent. 

9.  The  rural  sections  are  paying  8.35  per  cent  of  their  income 
for  their  own  local,  town,  village,  school,  and  county  taxes,  while 
the  urban  centers  are  paying  4.70  per  cent  of  their  income  for 
their  own  local,  city,  school,  and  county  taxes. 

It  would  seem,  therefore,  from  the  foregoing  tentative  deduc¬ 
tions  that  the  tax  burden  of  the  rural  areas  is  appreciably  higher 
than  that  of  the  urban  centers,  and  that  the  cause  for  this  differ¬ 
ence  is  to  be  found  in  the  very  much  heavier  burden  of  local  taxes 
in  the  rural  sections.  This  difference  is  so  pronounced  that  the 
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essential  fact  may  be  relied  upon  as  true  even  though  the  individual 
figures  may  be  subject  to  minor  revision  because  of  the  tentative 
character  of  our  tabulation. 

Summary 

Reviewing  briefly  the  more  important  points  brought  out  in  the 
present  chapter,  it  is  seen  that  private  income  rather  than  wealth 
is  the  best  index  of  the  state’s  taxable  capacity.  Taking  into  con¬ 
sideration  the  entire  period  from  1850  to  1923,  the  growth  of  the 
total  tax  burden  resting  upon  the  people  of  New  York  State  has 
been  slightly  more  rapid  than  the  growth  of  income.  However, 
during  the  only  portion  of  this  period  which  may  be  considered 
representative  of  normal  conditions,  that  is,  the  interval  between 
1880  and  1910,  income  increased  more  rapidly  than  taxes. 

Taxes  represent  a  considerably  greater  proportion  of  private 
income  than  formerly.  This  does  not,  however,  necessarily  indi¬ 
cate  that  they  have  become  relatively  more  burdensome  or  that 
they  are  checking  the  state ’s  industrial  growth.  Despite  the  heavy 
tax  bill  paid  by  the  people  of  the  state  since  the  close  of  the  World 
War,  private  income  has  increased  at  an  unusually  rapid  rate. 
This  fact  would  seem  to  indicate  that  the  state  is  still  well  within 
its  limit  of  taxable  capacity. 

When  urban  tax  burdens  and  rural  tax  burdens  are  compared 
it  appears  that  the  rural  taxes  are  more  burdensome  than  are  urban 
taxes  and  that  the  real  cause  for  this  difference  is  that  the  tax 
burden  of  local  government  in  the  rural  areas  is  much  heavier 
than  is  the  local  burden  in  the  urban  centers. 
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CHAPTER  VI — THE  DEVELOPMENT  OF  THE  STATE  TAX 

SYSTEM 

Emergencies  and  the  Tax  System 

The  tax  system  of  the  State  of  New  York  has  been  developed 
under  stress.  Almost  every  change  in  the  fundamental  provisions 
of  our  tax  law  has  come  as  the  result  of  an  emergency.  The 
moneyed  capital  tax  law  of  1923  arose  from  the  crisis  in  bank 
taxation  precipitated  by  the  Richmond  Decision  and  the  Hanover 
Bank  Case  which  declared  illegal  our  entire  system  of  taxing 
banks;  the  personal  income  tax  of  1919  was  made  necessary  by 
the  revenue  loss  due  to  national  prohibition,  by  the  repealing  of 
the  tax  on  intangible  personal  property  and  by  the  high  prices 
caused  by  war  price  inflation;  the  mercantile  and  manufacturing 
income  tax  of  1917  followed  a  decade  characterized  by  repeated 
state  deficits  and  was  a  final  recognition  of  the  breakdown  of  per¬ 
sonal  property  taxation  especially  when  applied  to  corporations ; 
the  mortgage  tax  of  1905  was  a  similar  admission  that  property 
taxation  could  not  be  applied  longer  to  intangible  wealth  such  as 
mortgages,  an  admission  which  was  later  extended  to  other  in¬ 
tangibles  by  the  personal  income  tax  law  and  its  amendments. 
These  are  the  more  important  changes  which  have  taken  place 
during  the  past  twenty-five  years ;  each  has  been  enacted  because 
of  an  emergency — because  additional  revenues  were  needed  imme¬ 
diately,  or  because  of  the  breakdown  of  some  part  of  the  tax 
system  under  the  stress  of  changing  conditions. 

Future  Emergencies 

An  examination  of  our  present  tax  system  and  of  the  financial 
condition  especially  of  the  local  units  of  government  shows  that  in 
the  not  distant  future  other  emergencies  are  sure  to  present  them¬ 
selves.  While  present  state  revenues  are  adequate  to  meet  present 
state  requirements,  it  is  not  at  all  certain  that  this  will  continue 
to  be  the  case  when  the  full  burden  of  newly  authorized  debts 
is  assumed  in  the  annual  state  budget  together  with  the  increased 
institutional  appropriations  which  will  come  with  the  added  build¬ 
ings  and  the  unabated  demand  for  more  adequate  means  of  financ¬ 
ing  local  schools.  It  is  agreed  also  that  the  present  methods  of 
financing  highway  construction  and  maintenance  are  hopelessly 
inadequate  and  illogical.  We  know  too  that  the  few  shreds  of  the 
personal  property  tax  which  still  remain  are  a  hollow  mockery. 
They  represent  all  that  is  left  of  a  tax  which  was  developed  for  an 
agricultural  state  and  which  cannot  be  applied  in  an  industrial 
and  urban  civilization.  Nevertheless,  the  personal  property  tax 
cannot  be  simply  wiped  off  the  books  because  in  a  few  jurisdic¬ 
tions  it  still  produces  a  certain  amount  of  extremely  necessary 
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revenue.  At  any  time,  also,  further  emergencies  may  arise  in 
connection  with  the  taxation  of  banks,  moneyed  capital  and  in¬ 
heritances  as  the  result  of  acts  of  Congress,  judicial  decisions,  or 
revenue  needs.  Nor  can  the  growing  problem  of  tax  exemption 
be  overlooked  indefinitely.  It  may  be  presented  for  solution  as 
an  emergency  at  any  session.  It  is  therefore  evident  that  history 
will  repeat  itself  and  that  revenue  needs  or  fiscal  considerations 
may  at  any  time  create  a  crisis  which  will  require  important 
changes  in  the  tax  system  of  the  state. 

Plans  for  the  Future 

We  conceive  it  to  be  the  function  of  this  committee,  working  in 
close  cooperation  with  the  state  tax  department,  to  foresee  these 
emergencies  and  to  assist  in  the  development  of  plans  of  taxation 
and  changes  in  our  revenue  system  which  can  be  put  into  opera¬ 
tion  with  the  minimum  of  delay  and  friction  when  the  time  for 
change  arrives.  Many  of  the  special  investigations  which  we  have 
undertaken  and  the  recommendations  which  we  have  made  have 
been  with  this  specifically  in  mind.  It  is  our  belief  that  it  is 
better  public  policy  to  estimate  future  needs,  forecast  approach¬ 
ing  difficulties  and  make  definite  plans,  based  on  thorough  investi¬ 
gation,  for  the  revision  of  the  state  and  local  tax  systems  than  it 
is  to  wait  for  emergencies  and  crises  which  may  force  hasty  and 
ill-considered  action.  In  view  of  the  demand  for  another  investi¬ 
gation  of  our  tax  system,  we  wish  to  bring  together  various  recom¬ 
mendations  which  we  have  made  in  the  past  with  regard  to  the 
improvement  of  the  state  tax  system. 

The  Tax  on  Tangible  Personal  Property 

We  recommend  the  repeal  of  the  tax  on  tangible  personal  prop¬ 
erty.  At  one  time  the  personal  property  tax  was  an  important 
source  of  tax  revenue.  In  1866  it  bore  over  25  per  cent  of  the  en¬ 
tire  tax  burden  of  state  and  local  government.  In  1924  it  bore  but 
1.08  per  cent  of  the  total  burden  and  1.38  per  cent  of  the  general 
property  tax  burden.  The  amount  now  on  the  tax  rolls  is  less  than 
in  any  year  since  1853,  since  when  the  assessed  value  of  real  estate 
has  multiplied  twenty  fold.  There  are  two  reasons  for  this  disap¬ 
pearance  of  personal  property  as  a  tax  base;  first,  many  kinds  of 
personal  property  have  been  exempted  from  the  property  tax 
because  they  are  taxed  in  other  ways;  and,  second,  the  assessors 
have  discovered  that  the  personal  property  tax  law  cannot  be 
enforced  fairly  and  so  have  allowed  it  to  become  a  dead  letter. 
The  greater  loss  has  of  course  come  about  through  amendments  to 
the  tax  law  which  have  whittled  away  the  personal  property  tax 
base.  In  1901  bank  stock  was  eliminated,  in  1905  mortgages  were 
withdrawn,  in  1911  motor  vehicles  were  excluded,  as  were  certain 
intangibles.  In  1917  the  tangible  and  intangible  personal  prop¬ 
erty  of  manufacturing  and  mercantile  corporations  was  exempted, 
and  in  1919  the  remaining  intangible  personal  property  was  with¬ 
drawn.  What  is  left  now  is  chiefly  made  up  of  personal  articles 
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like  household  furniture,  live  stock  and  farm  machinery,  the  stock 
and  machinery  of  unincorporated  businesses,  and  a  small  amount 
of  tangible  personal  property  of  public  utility  corporations.  But 
a  glance  at  the  tax  rolls  shows  that  even  these  tag  ends  of  the 
former  personal  property  tax  are  as  a  matter  of  fact  very  poorly 
assessed.  In  1924  the  state  tax  report  shows  that  there  were  547 
villages  and  towns  and  16  cities  in  which  not  one  dollar  of  per¬ 
sonal  property  was  assessed  for  taxation.  It  would  seem  that  the 
tax  had  already  been  repealed  in  these  communities  without  the 
need  of  formal  action  by  the  legislature. 

We  are  convinced  that  a  careful  investigation  of  the  methods 
of  making  personal  property  assessments  in  those  cities  and  towns 
which  report  such  assessments  would  show  a  more  startling  situa¬ 
tion  than  is  disclosed  in  the  563  jurisdictions  just  cited.  In  one 
of  the  best  assessed  cities  we  know  it  to  be  a  fact  that  personal 
property  assessments  depend  not  on  the  amount  of  property  owned 
but  upon  the  amount  of  income  tax  paid  to  the  federal  govern¬ 
ment  as  printed  in  the  newspapers,  upon  a  listing  in  the  social 
register  or  the  telephone  directory,  or  upon  the  outward  appear¬ 
ance  of  a  personal  address.  And  we  do  not  wish  it  to  be  under¬ 
stood  that  we  are  criticising  the  local  assessors  who  are  using  these 
methods.  The  blame  is  not  primarily  theirs,  it  is  inherent  in 
the  law. 

We  recommend  the  repeal  of  the  personal  property  tax  because 
it  cannot  be  enforced;  because  the  effort  to  enforce  it  in  some 
jurisdictions  results  in  the  grossest  inequalities;  because  it  intro¬ 
duces  an  unfair  element  into  the  distribution  of  state  and  county 
taxes;  because  it  is  no  longer  a  logical  part  of  our  state  tax 
system;  and  finally  because  we  believe  adjustments  can  be  made 
now  so  that  the  localities  will  not  suffer  as  a  result  of  the  slight 
loss  of  revenue  involved. 

Unincorporated  Business  Tax 

We  recommend  the  enactment  in  the  near  future  of  a  tax  on 
unincorporated  business.  At  the  present  time  the  state  levies  a 
tax  of  4 Y2  per  cent  on  the  net  income  of  incorporated  businesses, 
but  no  tax  is  levied  upon  the  unincorporated  manufacturers  and 
merchants,  though  they  are  frequently  in  competition  with  the 
incorporated  enterprises.  This  is  an  unfair  discrimination. 

We  are  not  committed  to  any  particular  method  of  reaching 
unincorporated  business,  though  wTe  incline  toward  an  income 
basis.  We  have  already  presented  a  bill  of  this  sort,  and  have 
discussed  the  matter  repeatedly  in  our  previous  reports.1  As  in 
the  past  we  would  urge  that  a  substantial  part  of  the  revenue 
from  this  new  tax  be  turned  over  to  the  local  units  of  government. 
This  would  more  than  compensate  them  for  the  exemption  from 
property  taxation  of  the  tangible  personal  property  of  unincor¬ 
porated  businesses  which  would  be  inevitable  with  the  new  basis 
of  taxation. 


i  Leg.  Doc.  1922,  No.  72,  p.  126;  1925,  No.  97,  p.  180. 
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State  Gasoline  Tax 

We  recommend  the  enactment  of  a  gasoline  tax  and  the  reduc¬ 
tion  and  readjustment  of  present  motor  vehicle  fees.  We  believe 
that  the  gasoline  tax  is  a  necessary  supplement  to  the  state  system 
of  motor  vehicle  taxation.  Tt  serves  to  measure,  in  a  rough  way, 
the  wear  and  tear  on  the  highways,  and  makes  the  tax  heavier  for 
the  man  who  makes  the  greater  use  of  the  highways.  It  will  reach 
also  those  from  other  states  who  drive  upon  our  highways,  just 
as  the  motorists  of  New  York  State  are  now  contributing  through 
gasoline  taxes  to  44  of  the  48  states  of  the  Union.1 

We  recommend  that  a  portion  of  the  gasoline  tax  be  distributed 
back  to  the  local  units  of  government,  as  nearly  as  may  be  possible 
in  relation  to  highway  use. 


Taxation  of  Bank  Stock  and  Moneyed  Capital 

Before  the  Hanover  Bank  Decision  demolished  our  state  taxes 
upon  national  and  state  banks,  we  recommended  that  the  bank 
stock  tax  be  replaced  by  a  business  income  tax.-  At  that  time  we 
stated,  however,  that  this  could  not  be  done  unless  the  United 
States  Congress  amended  sec.  5219  of  the  federal  revised  statutes 
so  that  the  states  might  tax  national  banks  like  other  businesses 
within  their  jurisdictions.  This  was  not  done.  The  amendments 
to  sec.  5219  were  so  worded  as  to  make  it  impossible  in  this  state 
to  levy  a  business  income  tax  on  banks  without  giving  them  differ¬ 
ential  and  specially  privileged  treatment.  This  is  still  the  situa¬ 
tion.  The  only  course  of  action  open  to  New'  York  is  therefore 
to  continue  the  present  taxes  upon  bank  stock  and  moneyed 
capital,  in  spite  of  the  fact  that  these  taxes  are  not  consistent 
with  the  general  state  tax  system.  When  sec.  5219  is  satisfactorily 
amended  to  fit  the  conditions  in  this  state  we  shall  renew  our 
recommendation  that  the  bank  stock  and  moneyed  capital  taxes  be 
repealed  and  that  a  business  tax  based  on  income  be  enacted  in 
their  place. 


Public  Utility  Taxes 

The  taxation  of  public  utilities  in  this  state  rests  upon  laws 
which  wrere  enacted  chiefly  between  1880  and  1901.  Every  one  of 
these  laws  was  enacted  before  utility  rates  were  subject  to  public 
regulation.  Public  regulation  has  completely  altered  the  tax 
status  of  railroads,  street  railways,  telegraph,  telephone,  gas,  elec¬ 
tric  and  power  companies.  The  public  service  commissions 
definitely  regulate  the  rates  so  that  the  taxes  levied  upon  the 
utilities  will  be  passed  on  to  the  consumers.  The  utilities  there¬ 
fore  have  become  tax  gatherers  for  the  state.  In  1922  this  com¬ 
mittee  made  an  exhaustive  study  of  this  whole  situation  and 
showed  that  the  whole  fabric  of  taxes  upon  the  public  utilities  vras 
indefensible  under  present  conditions.3  We  therefore  renews  again 


1  Leg.  Hoc.  1922,  No. 

2  Leg.  Doc.  ]922,  No. 
2  Leg.  Doc.  1922,  No. 


72;  1924,  No.  91;  1925,  No.  97; 
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our  recommendation  that  the  taxation  of  public  utilities  be  com¬ 
pletely  revised  and  that  in  place  of  the  present  taxes  there  ‘be 
substituted  a  tax  based  upon  gross  and  net  income  which  will 
recognize  the  present  regulated  status  of  the  utilities  and  which 
will  be  consistent  with  our  state  system  of  taxation. 

The  Direct  State  Tax 

We  renew  our  recommendation  that  every  effort  should  be  made 
to  reduce  the  burden  of  taxation  now  resting  upon  real  estate.  The 
tax  upon  property  is  the  only  elastic  local  tax  and  it  has,  there¬ 
fore,  been  forced  to  shoulder  more  than  its  share  of  the  rapidly 
increasing  tax  burden  of  the  past  ten  years.  The  first  practical 
step  to  be  taken  in  granting  relief  is  for  the  state  to  reduce  as 
rapidly  as  possible  the  direct  state  tax  to  the  end  that  eventually 
it_mav  be  abolished.  We  earnestly  recommend  this  policy. 

Personal  Income  Tax 

The  personal  income  tax  usually  stands  second  to  the  corpora¬ 
tion  taxes  in  the  size  of  yield.  This  tax  is  well  fitted  to  become 
an  elastic  source  of  state  revenue,  and  should  the  real  estate  tax 
be  given  up  or  reduced,  would  be  called  upon  in  all  probability 
to  fill  the  gap  between  revenues  and  expenditures  from  year  to 
year.  Moreover,  with  the  reduction  of  the  federal  tax  on  incomes, 
the  state  of  New  York  can  advance  its  rates  slightly  without  up¬ 
setting  the  balance  between  property  and  income  taxes  in  this  state. 
For  these  reasons  an  increase  in  the  state  rates  on  personal  incomes 
is  suggested  here  if  substantial  additional  funds  are  needed  by  the 
state. 

Tax  Exemption 

This  committee  has  opposed  tax  exemption  in  almost  every  con¬ 
ceivable  form.  In  1919  when  the  income  tax  was  presented  many 
varieties  of  exemption  came  before  us  and  every  year  there  is  a 
stream  of  income  tax  exemption  bills.  Not  a  few  of  these,  like  the 
mortgage  income  exemption  plans  of  1920, 1  have  been  supported 
by  powerful  interests.  Bills  for  the  exemption  from  taxation  of 
various  kinds  of  privately  owned  property  are  also  continually 
before  us.  We  wish  to  state  again,  as  in  the  past,  that  we  are 
unalterably  opposed  to  the  whittling  away  of  our  bases  of  taxa¬ 
tion  by  a  broadening  of  exemptions.  We  believe  that  the  time 
has  come  for  a  movement  in  the  opposite  direction  and  we  wish 
to  endorse  the  recommendation  which  has  been  made  by  the  state 
tax  department  that  lands  owned  by  the  state  be  subject  to  taxa¬ 
tion  locally  for  schools  and  highways.  This  is  a  practicable  first 
step  upon  which  all  can  agree  and  should  be  put  into  effect  imme¬ 
diately.  If  the  state  is  to  distribute  millions  of  dollars  back  to 
the  localities  for  one  purpose  or  another,  why  should  Tve  not  dis¬ 
tribute  a  small  fraction  of  this  total  in  relation  to  the  location  of 
land  which  we  have  removed  from  taxation?  Ownership  of  lands 


1  Leg.  Doe.  1920,  Xo.  57,  p.  41. 
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by  the  state  does  not  decrease  the  local  burden  for  highways, 
police,  fire,  education,  improvements  or  other  services  of 
government. 

Local  Tax  Administration 

The  most  antiquated  portion  of  our  tax  system  is  to  be  found 
in  the  local  tax  administration.  With  the  exception  of  a  very  few 
cities  indeed,  and  scattering  towns,  the  assessment  of  property  for 
taxation  is  still  extremely  unsatisfactory.  In  the  rural  sections 
the  local  units  of  government,  which  were  laid  out  before  the 
days  of  the  automobile  and  the  improved  highway,  are  too  small 
for  efficient  tax  administration.  In  1923  we  recommended,  as  a 
tentative  proposal,  that  the  county,  excluding  cities  within  it,  be 
made  the  unit  for  tax  purposes.1  Under  this  plan  all  areas  lying 
outside  of  the  cities  would  be  assessed  by  a  county  assessor.  There 
would  be  a  single  assessment  roll  for  all  purposes,  and  a  single 
tax  bill  and  receipt,  but  above  all,  there  would  be  no  need  of 
equalization  except  between  the  county  districts  and  the  cities 
lying  within  the  county,  which  we  think  should  be  handled  by 
the  state.  In  the  cities,  we  urge  the  establishment  of  a  department 
of  assessment  with  a  single  appointed  assessor  as  is  authorized  by 
Chapter  300  of  the  Laws  of  1921  in  accordance  with  our  recom¬ 
mendations  of  1920  and  1921.  We  are  inclined  to  believe  that 
all  of  the  cities  of  the  state  can  secure  sufficient  revenues  to  meet 
the  necessary  expenses  of  their  city  governments  and  their  schools 
within  the  constitutional  tax  limits  provided  they  will  assess  real 
estate  at  full  value  as  is  required  both  by  law  and  by  good  prac¬ 
tice.  The  purpose  of  property  assessments  is  to  distribute  the 
property  tax  burden  fairly  between  those  who  must  bear  the  taxes. 
It  is  of  the  utmost  importance,  therefore,  that  a  man’s  assessment 
shall  be  on  the  same  basis  as  that  of  his  neighbor,  and  that  relative 
increases  or  decreases  from  year  to  year  shall  be  accurately  fol¬ 
lowed  in  the  assessment  roll.  There  is  no  method  by  which  this 
can  be  done  without  listing  the  full  market  value.  If  an  assessor 
is  valuing  property  at  60  per  cent  of  full  value,  he  must  first  fix 
the  100  per  cent  valuation  before  he  can  compute  the  60  per  cent. 
The  standard  full  valuation  is  especially  advantageous  in  the  case 
of  properties  which  are  depreciating,  because  the  injustice  of  an 
assessment  which  is  not  correspondingly  reduced  becomes  apparent 
immediately.  We,  therefore,  renew  our  recommendation  that 
local  assessments  be  placed  on  a  full  value  basis  and  that  the  work 
of  assessing  be  considered  a  full  time  year-around  task  requiring 
skilled  and  experienced  permanent  officials. 

We  believe  that  the  date  of  assessment  should  be  uniform 
throughout  the  state  and  that  the  date  for  tax  collection  should 
be  brought  nearer  to  the  beginning  of  fiscal  years  in  those  juris¬ 
dictions  in  which  this  has  not  already  been  done  as  was  recom¬ 
mended  by  this  committee  in  1920. 2 


1  Leg.  Doc.  1923,  No.  55,  p.  101. 

2  Leg.  Doc.  No.  80,  p.  19. 
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Summary  of  Recommendations 

In  this  brief  chapter  we  have  sought  to  bring  together  in  a 
general  outline  the  more  important  suggestions  and  recommenda¬ 
tions  we  have  made  during  recent  years  with  regard  to  the  tax 
system  of  the  state.  At  no  time  have  we  expected  or  urged  that 
the  entire  program  be  enacted  immediately  into  law.  It  has  been 
our  policy  to  prepare  a  consistent  and  logical  tax  program  based 
on  careful  research  and  consultation  with  the  state  tax  department 
and  then  to  present  these  suggestions  for  widespread  public  dis¬ 
cussion  in  order  that  there  may  be  a  substantial  unanimity  of  opin¬ 
ion  with  regard  to  the  directions  of  reform  whenever  the  time  for 
change  arises  or  the  need  for  new  revenues  presents  itself. 
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CLASSIFICATION  OF  STATE  EXPENDITURES 

The  analysis  of  the  growth  of  state  expenditures  in  Chapter  III  is  chiefly 
based  upon  data  presented  in  Table  1  of  this  appendix,  showing  disburse¬ 
ments  at  decennial  intervals  from  1800  to  1900  and  at  five  year  intervals 
since  1900.  As  the  classification  adopted  in  this  table  differs  materially 
from  that  employed  by  the  comptroller,  a  brief  explanation  is  necessary. 
Disbursements  are  divided  into  three  main  classes:  operation,  debt  service, 
and  outlay.  The  term  “  operating  expenditures,”  as  here  used,  covers  cur¬ 
rent  disbursements  for  governmental  services.  In  addition  to  expenditures 
from  the  general  fund,  it  embraces  payments  from  the  canal  fund  for  the 
operation  and  maintenance  of  the  canals,  and  disbursements  from  the  free 
school  fund,  the  common  school  fund,  the  literature  fund,  the  United  States 
deposit  fund,  the  college  land  scrip  fund,  and  lesser  school  funds.  A  few 
petty  trust  funds,  such  as  the  military  record  fund,  the  mariners’  fund,  and 
the  William  Vorce  fund  are  excluded.  Transfers,  refunds,  investments,  pay¬ 
ments  of  temporary  loans  and  advances  to  counties  to  meet  arrears  of  taxes 
on  non-resident  lands  are  eliminated  from  the  table.  Under  “  debt  service  ” 
and  “outlay”  only  payments  from  taxation  and  miscellaneous  revenues  are 
included,  disbursements  from  borrowed  funds  and  from  canal  earnings  being 
omitted.  “  Operating  expenditures  ”  are  subdivided  in  the  table  primarily 
on  the  basis  of  function.  The  principal  items  included  under  each  heading 
in  the  table  are  as  follows: 

Legislature 

Salaries  and  other  expenses  of  the  legislature  and  its  staff,  and  expendi¬ 
tures  for  legislative  printing.  Prior  to  1924  most  of  the  cost  of  state 
printing  was  classified  under  legislative  printing. 

bin,  I'tv  ! 

Judiciary 

Expenditures  for  courts  and  court  libraries,  including  amounts  returned 
to  districts  from  stenographers’  and  court  expenses  tax. 

Chief  Executive 

Expenditures  for  the  governor  and  his  office;  salary  of  the  lieutenant 
governor;  and  at  the  opening  of  the  nineteenth  century  the  expenses  of  the 
council  of  appointment. 

Secretary  of  State 

Salaries  and  expenses  of  the  office,  exclusive  of  the  motor  vehicle  bureau 
in  1910,  1915,  and  1920,  and  of  the  state  census. 

Attorney  General 

Salaries  and  expenses  of  the  office,  including  special  legal  service. 

Finance 

Includes  expenditures  for  the  following  offices:  treasurer,  comptroller, 
board  of  assessors  (1860-1890),  excise  department  (1900-1920),  tax  commis¬ 
sion,  motor  vehicle  bureau,  board  of  estimate  and  control,  and  department 
of  purchase. 

Military  Affairs 

Expenditures  for  the  National  Guard,  the  Naval  Militia,  and  the  main¬ 
tenance  of  arsenals,  armories  and  fortifications. 
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Public  Works 

1 .  State  Engineer  and  Surveyor  —  Expenditures  for  state  engineer’s  office 
in  so  far  as  these  are  not  charged  directly  to  other  classes  of  public  works. 

2.  Canals  and  Waterways  —  Maintenance  and  operation  of  canals  and 
waterways,  and  expenses  of  office  of  superintendent  of  public  works. 

3.  Highway  Administration  and  Maintenance  —  Repair  of  state  and  county 
highways  and  roads  on  Indian  reservations.  Expenditures  for  highway 
bureau. 

4.  Highways,  State  Aid  —  Grants  to  towns  and  counties  for  maintenance 
and  improvement  of  highways. 

5.  Public  Buildings  —  Expenditures  of  department  of  architecture,  depart¬ 
ment  of  public  buildings,  and  trustees  of  public  buildings,  including  mainte¬ 
nance  of  administration  buildings.  Institutions,  schools,  hospitals,  and 
historic  houses  are  not  included. 

(i.  Miscellaneous — Special  enginering  investigations  and  projects. 

Public  Welfare 

1.  Corrections  —  Maintenance  and  operation  of  prisons,  reformatories, 
reform  schools,  and  hospitals  for  criminal  insane;  and  expenses  of  superin¬ 
tendent  of  prisons,  commission  of  prisons,  transportation  of  convicts  and 
support  of  state  prisoners  in  county  penitentiaries.  Expenses  of  prison  manu¬ 
factures  are  excluded.  Prior  to  1800  manufacturing  expenses  were  not  kept 
separate,  and,  therefore,  the  net  cost  of  prison  operation  is  used,  deducting 
earnings  from  total  expenditures. 

2.  Care  of  Insane  —  Maintenance  and  operation  of  hospitals  for  civil  in¬ 
sane,  and  expenses  of  state  hospital  commission. 

3.  Care  of  Feebleminded  —  Maintenance  and  operation  of  institutions  for 
feebleminded  and  epileptic,  and  expenses  of  commission  for  mental  defectives. 

4.  Miscellaneous  Charities  —  Maintenance  and  operation  of  soldiers’ 
homes;  grants  to  charitable  institutions  other  than  schools  for  deaf,  dumb, 
and  blind;  grants  to  localities  for  care  of  the  poor;  and  expenses  of  state 
board  of  charities. 

Education 

1.  State  Aid  —  Grants  to  public  schools,  academies,  and  colleges. 

2.  Supervision  and  Administration  —  Expenses  of  board  of  regents  and 
department  of  education ;  salaries  of  school  commissioners ;  expenses  of 
state  library  and  museum  ;  and  miscellaneous  educational  expenses. 

3.  State  Schools  and  Colleges — -Maintenance  and  operation  of  normal 
schools,  agricultural  schools,  state  colleges,  Thomas  School  for  Indians,  and 
state  school  for  blind;  and  grants  to  approved  schools  for  deaf,  dumb,  and 
blind. 

Bank  Supervision 

Banking  department. 

Insurance  Supervision 

Insurance  department. 

Public  Utilities 

Expenses  of  public  service  commission  and  transit  commission.  Prior  to 
1907,  expenses  of  railroad  commisioners  and  gas  inspector. 

Agriculture 

Expenses  of  department  of  farms  and  markets,  including  indemnities  for 
the  slaughter  of  diseased  cattle,  agricultural  experiment  station,  and  fair 
commission ;  and  grants  to  agricultural  societies. 

Health 

Expenses  of  health  department,  quarantine  station,  institute  for  the  study 
of  malignant  diseases,  orthopedic  hospital  for  children,  and  hospital  for 
tuberculosis;  and  grants  to  hospitals  and  dispensaries. 
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Labor 

Expenses  of  department  of  labor,  including  administration  of  workmen’s 
compensation. 

Conservation  and  Parks 

Expenses  of  conservation  commission,  waterpower  commission,  and  the 
various  state  parks,  reservations,  and  historic  places. 

Miscellaneous 

Expenses  for  unrelated  agencies  and  activities,  chief  among  which  are: 
state  police,  civil  service  commission,  land  office,  Indian  affairs,  insurance 
of  state  employees,  state  census,  and  constitutional  conventions. 

Debt  Service 

Interest  and  debt  retirement  from  taxation  and  miscellaneous  revenue, 
exclusive  of  payments  on  canal  debt  from  canal  earnings  prior  to  1882. 

Major  Outlay 

Capital  outlays  from  taxation  and  general  revenue,  exclusive  of  canal 
improvements  financed  from  canal  earnings  prior  to  1882.  Items  involving 
less  than  $10,000  are  not  included  as  a  rule.  Owing  to  the  vagueness  of 
the  comptroller’s  classification  of  expenditures  prior  to  1910,  the  figures  on 
outlay  expenditures  should  be  considered  only  approximate. 
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APPENDIX  I  —  TABLE  2 

Expenditures  of  New  York  State  Government,  1900-1924 


Year 

Expenditures* 

Price 
index  f 

Expenditures 
adjusted  to 
price 

Increase  (+) 
or  decrease  ( — ) 
over  preceding 
year 

1900. . . 

$22,926,580 

80.5 

$28,480,224 

1901 . 

22,938,694 

79.3 

28,926,474 

446,250 

1902 . 

22,812,267 

84.4 

27,028,752 

— 

1,897,722 

1903 . 

22,773,809 

85.5 

26,636,034 

— 

392,718 

1904 . 

25,353,216 

85.6 

29,618,243 

+ 

2,982,209 

1905 . 

26,752,613 

86.2 

31,035,514 

+ 

1,417,271 

1906 . 

27,313,223 

88.6 

30,827,565 

— 

207,949 

1907 . 

32,607,483 

93.5 

34,874,313 

4* 

4,046,748 

1908 . 

34,279,327 

90.1 

38,045,868 

4- 

3,171,556 

1909 . 

39,138,417 

96.9 

40,390,523 

4- 

2,344,654 

1910 . 

37,904,475 

100.9 

37,566,379 

— 

2,824,144 

1911 . 

38,034,660 

93.0 

40,897,484 

4- 

3,331,105 

1912 . 

44,702,429 

99.1 

45,108,405 

4- 

4,210,921 

1913 . 

49,835,895 

100.0 

49,835,895 

4- 

4,727,490 

1914 . 

53,563,355 

98.1 

54,600,770 

4- 

4,764,875 

1915 . 

56,986,358 

100.8 

56,534,085 

4- 

1,933,315 

1916 . 

52,496,906 

105.3 

49,854,612 

t- 

6,679,473 

1917 . 

60,881,298 

117.3 

51,902,215 

+ 

2,047,603 

1918 . 

73,142,571 

131.7 

55,537,260 

+ 

3,635,045 

1919 . 

78,341,313 

138.5 

56,564,125 

+ 

1,026,865 

1920 . 

93,256,286 

160.3 

58,176,099 

4- 

1,611,974 

1921 . 

135,608,175 

162.1 

83,657,110 

4-25,481,011 

1922 . 

126,669,172 

162.1 

78,142,611 

— 

5,514,499 

1923 . 

131,868,672 

155.3 

84,912,216 

4- 

6,769,605 

1924 . 

146,282,549 

155.3 

94,193,528 

4- 

9,281,312 

*  These  figures  do  not  include  capital  expenditures  financed  by  borrowings.  They 
are  made  up  from  the  State  Comptroller’s  Report  for  1924,  pp.  253,  260-81,  264-65. 
Reports  previous  to  1924  have  also  been  used.  Refunds,  transfers,  and  expenditures 
from  trust  funds  are  excluded  as  far  as  possible  from  these  figures. 

f  These  figures  follow  the  wholesale  price  index  to  1916.  From  1916  to  1924  in¬ 
clusive  the  wholesale  index  figures  have  been  adjusted  to  take  care  of  the  lag  in  state 
appropriations  behind  the  wholesale  price  levels  for  this  abnormal  period  during  and 
after  the  World  War.  For  an  explanation  of  this  adjustment  see  pages  100-101  of 
this  report. 

t  Owing  to  a  change  in  the  fiscal  year,  the  expenditures  of  1916  are  for  only  nine 

months. 
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APPENDIX  I  —  TABLE  4 
Comparison  of  Governmental  Expenditures 


National 


Year 


government 1 


1900 

1901 

1902 

1903 

1904 


$131,689,000 

131,977,000 

125,111,000 

133,073,000 

131,357,000 


146  largest 
municipalities  2 


$514,189,206 


48  state 
governments 3 


$185,764,202 


New  York 
State 

government4 


$24,130,065 

23,257,838 

22,812,266 

22,773,808 

25,353,216 


1905 

1906 

1907 

1908 

1909 


127,969,000 

131,639,000 

145,642,000 

162,532,000 

167,001,000 


561,772,857 
69i,07i*4ii 
76^  526’ 037 


27,908,806 

28,483,913 

36,460,266 

42,387,354 

51,013,705 


1910. 

1911. 

1912. 

1913. 

1914. 


171,581,000 

173,839,000 

172,257,000 

169,802,000 

170,530,000 


863,996,528 
912 ’390 | 262 


382,551,199 


51,296,004 

60,125,191 

68,029,643 

79,110,160 

83,355,480 


1915 

1916 

1917 

1918 

1919 


200,533,000 

199,555,000 

1,153,677,000 

6,306,355,000 

6,805,125,000 


996,061,502 
l’ 007 *290 ,346 
i,i  1.3,599^879 


494,907,084 

510,134,299 

517,503,220 

565,485,937 

640,403,134 


80,591,125 

66,763,679 

77,985,994 

86,729,989 

91,553,469 


1920 

1921 

1922 

1923 

1924 


3,133,101,000 

1,811,016,000 

989,923,000 

1,169,528,000 

1,047,270,000 


1,984,322,234 

2,066,234,164 


1,280,319,931 

1,310,332,793 


102,656,181 

144,278,799 

135,157,611 

137,417,492 

150,865,389 


1  Figures  are  the  ordinary  civil  expenditures  of  the  National  Government  compiled 
from  Statistical  Abstract  of  the  U.  S.,  1924,  U.  S.  Bureau  of  Domestic  and  Foreign 
Commerce,  p.  147.  These  figures  do  not  include  the  expenditures  of  the  War  De¬ 
partment,  the  Navy  Department,  for  the  Indians,  and  for  war  pensions,  and  interest 
on  war  debt.  They  do,  however,  include  certain  expenditures,  that  resulted  directly 
on  account  of  the  World  War,  such  as,  expenditures  for  railroad  control,  and  for  the 
shipping  board,  But  they  are,  nevertheless,  fairly  comparable  with  the  expenditures 
of  state  and  local  governments. 

2  Figures  represent  expenditures  for  “  governmental-cost  payments  ”  of  146  cities 
Financial  Statistics  of  Cities,  1923,  U.  S.  Bureau  of  the  Census,  p.  20. 

3  Figures  are  “  governmental-cost  payments  ”  of  48  states,  including  New  York 
from  U.  S.  Bureau  of  the  Census,  Financial  Statistics  of  States,  1923  p.  17.  Data  for 
1903  and  1913  are  from  the  Census  Bureau’s  report  of  wealth. 

4  Figures  for  New  York  State  are  from  State  Comptroller’s  Report  for  fiscal  year 
ended  June  30,  1924,  pp.  260-261.  The  same  table  in  previous  reports  is  also  used . 
Expenditures  from  bond  funds  are  included. 


APPENDIX  II 


METHOD  OF  ESTIMATING  THE  TOTAL  TAX  BURDEN  BORNE  BY 

THE  PEOPLE  OF  NEW  YORK  STATE 

The  annual  report  of  the  state  tax  commission  for  the  year  1924,  con¬ 
tains  an  estimate  of  New  York  State’s  total  tax  bill,  federal,  state  and  local 
for  the  fiscal  years  1913  to  1924  inclusive.!  The  figures  presented  in  Table 
21  of  the  present  study  are  largely  based  on  the  information  developed  by 
the  tax  commission.  The  method  of  estimating  the  total  tax  burdens  for 
years  prior  to  1913  as  well  as  certain  minor  variations  in  the  method  of 
computing  the  burden  of  federal  taxes,  however,  requires  some  explanation. 

New  York’s  Proportion  of  Federal  Taxes 

The  estimate  burden  of  federal  taxes  borne  by  the  people  of  New  York 
State  as  given  in  Table  21  of  the  text  is  based  on  data  as  to  actual  tax 
collections  during  the  fiscal  year  ended  June  30,  reported  in  the  statistical 
abstract  of  the  United  States  and  the  annual  reports  of  the  commissioner 
of  internal  revenue.  Taxes  comprise  customs  receipts  and  internal  revenue 
collections. 

Personal  income  and  estate  and  succession  taxes  have  been  allocated  to 
New  York  State  on  the  basis  of  the  amounts  of  these  taxes  reported  re¬ 
ceived  by  federal  collection  agencies  located  within  the  state.  In  the  case 
of  corporation  income1  2 3  and  excess  profits  taxes  and  the  capital  stock  tax, 
it  was  considered  that  the  amounts  actually  collected  in  New  York  State 
were  not  a  fair  measure  of  the  real  burden  of  these  taxes  on  New  York 
State,  since  many  corporations  have  their  domicile  in  New  York,  although 
conducting  their  major  activities  elsewhere.  In  the  case  of  these  taxes,  a 
share  of  the  total  collections  for  the  nation  as  a  whole  was  pro-rated  to  the 
state  on  the  basis  of  the  ratio  which  the  value  added  by  manufacture  in 
New  York  State  bears  to  the  value  added  by  manufacture  for  the  country 
as  a  whole.  This  ratio  was  obtained  from  the  census  of  manufactures  for 
census  years  and  was  interpolated  on  a  straight  line  basis  for  intermediate 
years. 

All  other  internal  revenue  collections,  as  well  as  customs  receipts,  repre¬ 
sent  for  the  most  part  taxes  on  consumption.  New  York’s  share  of  the 
total  burden  of  these  latter  taxes  was,  therefore,  estimated  on  the  basis  of 
the  ratio  which  the  aggregate  income  of  the  people  of  New  York  Sate  bears 
to  the  aggregate  national  income.  In  obtaining  this  ratio,  the  state  income 
figures  used  were  those  given  in  the  text  of  this  report.  The  national  totals 
from  1850  to  1910  were  those  developed  by  Willford  I.  King,2  and  for  1919 
the  estimate  of  Oswald  Knauth  *  was  used. 

State  Taxes 

In  respect  to  the  years  1913  to  1924  the  figures  for  state  taxes  have  been 
obtained  directly  from  the  1924  report  of  the  state  tax  commission.  For 
years  prior  to  1913  it  has  been  necessary  to  resort  to  tax  revenues  rather 
than  tax  levies.  These  have  been  obtained  from  a  tabulation  appearing  on 
page  102  of  the  1924  report  of  the  state  tax  commission. 

Local  Taxes 

For  the  years  from  1913  to  1924  inclusive,  the  figures  for  the  aggregate 
amounts  of  local  taxes  levied  have  been  obtained  directly  from  the  1924 
report  of  the  state  tax  commission.  For  years  prior  to  1913,  the  aggregate 
local  tax  bill  was  estimated  as  follows: 


1  Report  of  the  State  Tax  Commission,  1924,  pp.  G5-G7. 

1  No  separation  is  kept  in  the  accounts  of  the  bureau  of  internal  revenue 
between  corporation  and  personal  income  tax  collections.  The  amounts  of  these 
taxes  levied  and  payable  in  respect  of  the  calendar  year  may,  however,  be  ob¬ 
tained  separately  in  the  annual  “statistics  of  Income’’  published  by  the  treasury 
department.  For  the  purpose  in  view  it  was  necessary  to  obtain  an  estimated 
separation  of  the  total  income  tax  collections  as  between  those  on  persons  and 
those  on  corporations*  and  this  separation  was  made  on  the  basis  of  the  assumo- 
tion  that  personal  and  corporation  tax  collections  bear  the  same  ratio  to  one 
another  as  do  the  corresponding  tax  levies. 

3  The  Wealth  and  Income  of  the  People  of  the  United  States ,  New  York  1923. 

*  Publications  of  the  National  Bureau  of  Economic  Research  No.  2,  Income  in 
the  United  States. 
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Estimated  Burden  of  Local  Taxes  in  New  York  State 


Ybar 

Aggregate 
State  and  local 
general  prop¬ 
erty  tax  levies, 
including 
bank  stock 
tax 

General 
property 
direct 
State  tax 1 * *  4 

Estimated 
local  general 
property 
tax  levies, 
including 
bank  stock 
tax 

Estimated 
local  ex¬ 
cise  tax 

Mortgage 
tax  (local 
share) 

Estimated 
total  local 
tax  levies 

1850... 

*  $6,313,000 

$364,000 

$5,949,000 

‘  $85,000 

$6,034,000 

1855. . . 

i 11,678,000 

1,754,000 

9,924,000 

‘78,000 

10,002,000 

1860... 

i  18,956,000 

5,441,000 

13,515,000 

‘70,000 

13,585,000 

1865... 

145,961,000 

7,231,000 

38,730,000 

‘ 70,000 

38,800,000 

1870... 

i  50,329,000 

14,286,000 

36,043,000 

»  1,767,000 

37,810,000 

1875... 

i  56,927,000 

14,207,000 

42,720,000 

‘ 1,250,000 

43,970,000 

1880... 

149,118,000 

9,233,000 

39,885,000 

‘749,000 

40,634,000 

1885. . . 

157,266,000 

9,160,000 

148, 106,000 

•  1,688,000 

49,794,000 

1890... 

i  60,624,000 

8,620,000 

52,004,000 

‘2,631,000 

54,635,000 

1895... 

172,401,000 

13,906,000 

58,495,000 

» 3,000,000 

61,495,000 

1900... 

i  100,099,000 

10,704,000 

89,395,000 

‘  8,387,000 

97,782,000 

1905. . . 

*  110,388,000 

1,192,000 

109,196,000 

6  9, 164,000 

118,360,000 

1910... 

*  157,617,000 

157,617,000 

3  8,513,000 

3  $1,955,000 

168,085,000 

1  Report  of  State  Tax  Commission,  1924,  p.  100. 

*  Annual  Report,  State  Comptroller,  1903,  p.  321. 

'  Report  of  State  Tax  Commission,  1910. 

4  Report  of  State  Tax  Commission,  1924,  p.  103. 

•Estimated  on  basis  of  excise  tax  collections  in  New  York]city. 
•From  annual  reports  of  exoise  department. 
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Equations  of  Straight  Lines  Fitted  to  Curves  Appearing  on  Charts  9  and  10 

CHART  9 


Income .  Log  y  ==  .02031x  +  8.470 

Total  tax  burden .  Log  y  =  .02370  +  7.217 

Federal  taxes .  Log  y  =  .02479  -j- 6.792 

Local  taxes .  Log  y  =  .02310x  4*  6.936 

State  taxes .  Log  y  =  .02424x  +  6.223 

Population .  Log  y  =  .00752x  +  6.492 


Inoome . 

Total  tax  burden 
Federal  taxes .  .  . 

Local  taxes . 

State  taxes . 


CHART  10 


1850-1880 

Log  y  =  .01805x  +  8.529 
Log  y  =  .03314x  +7.167 
Log  y  =  .03473x  +  6.756 
Log  y  =  .02856x  +  6.907 
Log  y  =  .04629x  +  5.975 


1880-1910 

Log  y  =  .01832x  +  8.462 
Log  y  =  .01605x  +  7.439 
Log  y  =  .0089x  +7.315 
Log  y  =  .02039x  +  6.957 
Log  y  =  .01891x  +6.375 


1910-1924 

Log  y  =.03449x  +7.517 
Log  y  =.06008x  +4.809 
Log  =.09509x  +  2.042 
Log  y  =.03416x  +6.204 
Log  y  =.04793x  +  4.61 
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APPENDIX  IV 


METHODS  USED  IN  ESTIMATING  THE  AGGREGATE  INCOME  OF  THE 

PEOPLE  OF  NEW  YORK  STATE 

Preliminary  Considerations 

The  income  of  a  state  may  conceivably  mean  two  things.  In  the  first 
place  it  may  mean  the  value  of  the  wealth  produced  annually  within  the 
boundaries  of  the  state.  In  the  second  place  it  may  mean  the  aggregate  of 
the  individual  incomes  received  by  the  inhabitants  of  the  state.  In  a  state 
in  which  the  entire  annual  production  of  wealth  inures  solely  to  the  inhabi¬ 
tants  thereof,  and  in  which  the  inhabitants  have  no  other  income  save  that 
arising  or  having  its  source  within  the  state,  the  aggregate  incomes  received 
will  necessarily  be  equal  to  the  total  of  wealth  produced.  The  income  of 
such  a  state  can  be  computed  in  two  ways,  either  by  evaluating  the  state’s 
annual  production  of  wealth,  or  by  adding  up  the  individual  incomes  of  its 
inhabitants. 

Although  New  York  State  does  not  entirely  conform  to  the  conditions 

outlined  above,  it  is  nevertheless  probable  that  estimates  of  New  York’s 

income  obtained  in  the  two  wavs  mentioned  would  not  differ  to  anv 

«/ 

appreciable  extent.  It  is  true  that  New  York  possesses  a  large  class  of 
wealthy  investors  who  derive  considerable  amounts  of  income  from  invest¬ 
ments  and  business  enterprises  located  outside  of  the  state.  This  flow  of 
income  into  the  state  is,  however,  probably  fully  offset  by  a  very  substantial 
outflow.  Thus  thousands  of  individuals  gainfully  employed  in  New  York 
City  have  their  domiciles  in  the  adjacent  states  of  New  Jersey  and  Con¬ 
necticut.  The  incomes  of  these  persons  are  actually  produced  in  New  York 
State,  but  they  do  not  form  a  part  of  the  aggregate  income  of  New  York 
residents. 

Meaning  of  Income 

Before  the  income  of  New  Yoi'k  State  can  be  estimated,  either  by  the 
method  of  evaluing  its  annual  production  or  by  the  method  of  adding  up 
individual  incomes,  it  is  first  necessary  to  settle  certain  points  concerning 
the  nature  of  income.  Economists  distinguish  between  production  for  sale 
or  exchange  and  production  for  use.  Production  for  sale  comprises  all 
economic  activities  which  have  for  their  end  the  production  of  some  saleable 
commodity  or  the  performance  of  some  marketable  service.  All  business 
pursuits,  gainful  employments,  and  the  ownership  of ,  property  for  the  pur¬ 
pose  of  profit  belong  to  this  category.  Production  for  use  comprises  those 
activities  which  are  directed  toward  the  production  of  utilities  not  for  the 
purpose  of  sale,  but  for  the  immediate  enjoyment  of  self  or  family. 
These  activities  include  the  work  of  housewives,  the  work  a  farmer  or 
gardener  performs  in  raising  crops  for  the  consumption  of  his  own  family, 
the  work  a  man  performs  for  himself  in  mowing  his  own  lawn,  shining  his 
shoes,  or  tending  to  the  furnace.  The  ownership  of  consumption  capital 
such  as  houses,  automobiles,  furniture  and  clothing,  held  not  for  the  purpose 
of  gain  but  because  of  the  services  and  enjoyments  which  they  yield  to 
the  owner,  must  also  be  classified  in  the  field  of  production  for  use. 

There  can  be  no  doubt  that  all  commodities  produced  and  services  rendered 
for  the  purposes  of  sale  or  exchange  are  part  of  the  state’s  income,  and  the 
fact  that  thev  are  actuallv  sold  makes  it  easv  to  evaluate  them  in  terms 
of  money.  As  regards  goods  produced  or  services  performed  for  immediate 
use,  on  the  other  hand,  there  is  some  difference  of  opinion.  It  is  generally 
agreed  that  the  value  of  crops  consumed  as  food  bv  the  farmer  and  his 
family  form  a  part  of  the  farmer’s  income  and  should  be  included  in  estimat¬ 
ing  the  aggregate  income  of  the  political  unit  to  which  he  belongs.  Similarly 
>t  is  generally  agreed  that  the  rental  value  of  a  home  occupied  by  its  owner 
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should  be  considered  as  a  part  of  the  owner’s  income.  In  both  these  cases, 
the  utilities  included  as  income  although  produced  for  direct  use  are, 
nevertheless,  exactly  similar  to  utilities  widely  produced  for  sale  and  they 
may  readily  be  converted  into  cash  income  should  the  producer  so  desire. 

The  case  is  not  so  clear  as  regards  other  non-gainful  activities.  The 
services  of  housewives  cannot  be  counted  as  income,  if  for  no  other  reason 
than  that  it  would  be  impossible  to  evaluate  these  services.  Some  authori¬ 
ties  include  as  income  the  estimated  value  of  the  services  derived  from  the 
ownership  of  such  consumption  capital  as  furniture,  pleasure  vehicles,  and 
clothing.*  These  services,  however,  are  not  customarily  exchanged,  and  any 
estimate  of  their  value  must  therefore  be  purely  hypothetical. 

For  the  purpose  of  determining  the  taxable  capacity  of  the  state,  we  are 
interested  only  in  that  income  which  can  be  converted  to  the  uses  of  the 
state.  Taxes  must  be  paid  in  money.  It  follows  that  the  only  income 
which  ought  to  be  measured  is  that  income  which  can  readily  be  changed 
into  money  should  the  recipient  so  desire.  For  the  present  purpose,  there¬ 
fore,  it  will  be  useful  to  accept  the  definition  of  income  given  by  Sir  Josiah 
Stamp,  namely,  that  it  is  “the  money  expression  of  those  goods  produced 
and  services  performed  by  the  inhabitants  of  a  country,  which  as  a  fact  are 
generally  exchanged  for  money.”1 2  Practically  applied,  this  definition  in¬ 
cludes  as  income  the  value  of  farm  crops  consumed  by  the  farmer  and  his 
family,  and  the  rental  value  of  homes  owned,  but  it  excludes  the  products 
of  all  other  non-remunerative  activities. 

First  Estimate  of  New  York’s  Income 

The  first  systematic  attempt  at  estimating  the  income  of  New  York  State 
was  made  by  Oswald  Knauth  of  the  National  Bureau  of  Economic  Research. 
Mr.  Knauth  calculated  the  national  income  for  the  years  1910  to  1919  inclu¬ 
sive3  and  subsequently  he  distributed  the  national  income  from  1919  by 
states.4  According  to  this  calculation  New  York  State  had  an  income  of 
approximately  $9,074,859,000  in  1919. 

Mr.  Knauth’s  estimate  was  arrived  at  mainly  by  the  method  of  adding  up 
the  individual  incomes  of  persons  gainfully  employed.  The  aggregate  income 
of  persons  receiving  over  $2,000  per  annum  was  obtained  from  federal 
income  tax  statistics  which  were  adjusted  for  under-reporting  and  supple¬ 
mented  by  estimates  of  the  amount  of  income  exempt  from  federal  taxation. 
The  aggregate  income  of  individuals  receiving  less  than  $2,000  per  annum 
was  estimated  on  the  basis  of  the  average  number  of  such  persons  employed 
in  the  various  industries  and  occupations  in  conjunction  with  the  average 
annual  earnings  obtaining  in  each  specific  field.  Estimates  of  the  number 
of  persons  gainfully  employed  in  various  occupations  were  based  for  the 
most  part  on  the  United  States  Census  of  Occupations.  Data  regarding 
average  earnings  were  chiefly  obtained  from  census  reports  and  other 
official  documents.  The  aggregate  income  of  farmers  was  obtained  by  the 
method  of  computing  the  value  of  the  net  product  of  agriculture. 

Income  as  computed  by  Mr.  Knauth  is,  generally  speaking,  money  income 
except  that  it  includes  the  estimated  value  of  crops  consumed  by  farmers, 
the  rental  value  of  homes  owned,  and  the  net  increase  in  the  surplus  ac¬ 
counts  of  corporations,  as  indicated  by  the  excess  of  corporate  earnings 
over  dividend  payments. 

More  Recent  Income  Estimates 

The  National  Bureau  of  Economic  Research  has  recently  published  new 
estimates  relative  to  the  distribution  of  the  national  income  by  states.3 
These  estimates  cover  the  three  years  from  1919  to  1921  inclusive.  Both 


1  National  Bureau  of  Economic  Research,  Income  in  the  Various  States ,  p.  42. 

*  Sir  Josiah  Stamp,  Wealth  and  Taxable  Capacity,  p.  40. 

8  Publications  of  the  National  Bureau  of  Economic  Research,  Inc.,  No.  2. 
Income  in  the  United  States,  Its  Amount  and  Distribution. 

4  Publications  of  the  National  Bureau  of  Economic  Research,  Inc.,  No.  3.  Dis¬ 
tribution  of  Income  by  States,  p.  21. 

•Publication  No.  7,  Income  in  the  Various  States,  Its  Sources  and  Distribution 
1019 ,  1920,  and  1921. 
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the  method  employed  and  the  concept  of  income  used,  differ  from  those  of 
Mr.  Knauth,  and  the  results  obtained  are,  therefore,  not  comparable.  In 
the  new  estimates  the  notion  of  income  has  been  extended  to  include  the 
imputed  interest  on  durable  consumption  goods,  such  as,  clothing,  furniture, 
and  motor  vehicles.  The  most  important  deviation  from  the  idea  of  income 
used  in  the  earlier  studies  of  the  bureau,  however,  relates  to  the  omission 
from  the  income  reckoning  of  increases  or  decreases  in  corporate  surplus, 
and  the  substitution  therefor  of  estimated  gains  or  losses  in  the  value  of 
property  owned. 

This  latter  change  makes  an  enormous  difference  as  regards  the  year 
1921.  In  that  year,  corporate  dividends  far  exceeded  corporate  earnings 
as  a  result  in  a  net  decrease  in  surplus,  the  estimated  share  of  this  increase 
applicable  to  New  York  being  about  $520,000,000.  During  the  same  period, 
owing  to  the  great  increase  in  security  and  real  estate  values,  the  total 
value  of  property  owned  by  residents  of  the  state  showed  a  gain  of  $4,659,- 
000,000.  The  result  of  the  substitution  of  the  estimated  gain  in  property 
values  for  the  decrease  in  corporate  surplus  is,  therefore,  an  increase  of  more 
than  $5,000,000,000  in  the  aggregate  income  of  the  state  as  compared  to  what 
it  would  be  on  the  basis  of  the  concept  of  income  formerly  used. 

The  bureau’s  new  notion  of  income  is  undoubtedly  valuable  for  many 
purposes.  For  the  particular  purpose  of  the  present  investigation,  however, 
the  earlier  definition  would  appear  to  be  more  useful.  It  has  already  been 
pointed  out  that,  as  a  measure  of  taxable  capacity,  income  should  include 
only  those  elements  which  can  readily  be  converted  into  cash.  Neither  the 
imputed  interest  on  consumption  goods  nor  the  estimated  increases  in  the 
value  of  property,  not  actually  realized  by  sale,  possess  this  characteristic. 
As  regards  estimated  increases  in  property  values,  this  dictum  may  be 
disputed.  It  is  obvious,  however,  that  had  all  security  holders  attempted 
to  realize  on  their  paper  profits  at  the  close  of  1921,  these  profits  would 
have  quickly  been  turned  into  losses. 

King’s  Estimates  of  National  Income 

No  prior  attempt  has  apparently  ever  been  made  to  trace  the  growth 
of  income  in  New  York  State  over  a  considerable  period  of  time.  The 
way  has  been  blazed,  however,  by  the  extremely  valuable  study  of  Willford 
I.  King,  “The  Wealth  and  Income  of  the  People  of  the  United  States,” 
which  contains  estimates  of  the  national  income  at  ten  year  intervals  from 
1850  to  1910.  In  the  several  publications  of  the  National  Bureau  of 
Economic  Research  which  have  already  been  cited,  Dr.  King  has  since 
brought  his  estimates  of  the  national  income  up  to  the  year  1921.  The 
greater  amount  of  statistical  data  available  in  respect  to  recent  years  has 
enabled  him  to  refine  his  methods  but  the  procedure  followed  in  his  earliest 
study  deserves  consideration  as  offering  a  fruitful  method  of  estimating 
income  in  respect  to  periods  in  the  past  concerning  which  there  is  less 
information. 

For  years  prior  to  1910,  statistics  relating  to  the  size  of  individual  in¬ 
comes  are  extremely  rare.  The  various  reports  of  the  United  States  Bureau 
of  the  Census,  however,  contain  a  considerable  fund  of  information  con¬ 
cerning  wealth  produced.  Thus  it  is  possible  to  obtain  from  the  earlier 
census  reports,  estimates  of  the  aggregate  value  of  the  products  of  agri¬ 
culture,  mining,  and  fishing,  the  gross  value  of  manufactured  products,  and 
the  value  added  by  the  process  of  manufacture.  There  is  also  some  informa¬ 
tion  concerning  the  earnings  of  rail  and  water  transportation  companies. 
The  census  of  occupations  gives  the  number  of  persons  employed  in  the 
various  gainful  pursuits,  which  furnishes  a  basis  for  estimating  the  value 
of  the  utilities  produced  by  those  engaged  in  trade,  the  professions  and 
personal  service  employments.  Most  of  the  census  data  goes  back  to 
the  year  1850,  and  where  as  in  the  case  of  agriculture  and  transportation, 
the  compilation  of  certain  statistics  has  been  abandoned,  other  governmental 
agencies  have  generally  continued  the  work. 

In  estimating  the  income  of  the  people  of  the  United  States  from  1850 
to  1910,  Dr.  King  used  the  method  of  computing  the  aggregate  value  of 
wealth  or  utilities  produced  and  his  basic  information  was  derived  almost 
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entirely  from  census  sources.  To  the  value  of  the  products  of  the  ex¬ 
tractive  industries  (agriculture,  fishing,  and  mining)  was  added  the  value 
imparted  to  these  products  by  the  process  of  manufacture,  transportation, 
and  holding  for  sale.  To  the  resulting  total  there  was  then  added  the 
estimated  value  of  the  direct  service  of  persons  (lawyers,  doctors,  teachers, 
actors,  servants,  etc.)  and  the  rental  value  of  residence  property.  The 
census  reports  for  the  most  part  subdivide  their  data  by  states.  There  is, 
therefore,  no  serious  obstacle  in  the  way  of  imitating  Dr.  King’s  methods, 
for  the  purpose  of  estimating  the  growth  of  the  income  of  New  York  State 
during  the  period  between  1850  and  1910. 

Methods  Used  in  Present  Study 

In  arriving  at  the  income  figures  given  in  Table  29  of  the  text,  a  com¬ 
bination  of  two  methods  was  necessary.  In  respect  to  the  years  from  1850 
to  1910,  inclusive,  the  procedure  followed  was  substantially  the  same  as 
that  employed  by  Dr.  King  in  making  his  national  estimates.  The  aggre¬ 
gate  income  arising  from  manufacturing,  mining,  agriculture,  and  fishing 
was  computed  directly  from  census  reports  and  other  official  documents. 
In  calculating  the  total  income  from  trade,  transportation,  and  professional 
services,  shares  of  the  national  totals  developed  by  Dr.  King  were  pro-rated 
to  New  York  State  on  the  basis  of  New  York’s  proportion  of  the  total 
number  of  persons  engaged  in  those  pursuits,  allowance  being  made  for 
difference  in  average  wages  and  income  as  between  New  York  State  and 
the  country  as  a  whole.  The  income  estimate  for  the  year  1919  is  that 
of  Mr.  Knauth,  and  all  subsequent  estimates  have  been  computed  according 
to  the  methods  developed  by  him  which  have  already  been  described. 

Interpretation  of  Increase  in  Money  Income 

Attention  has  been  called  in  the  text  of  this  report  to  the  large  increase 
in  the  per  capita  income  of  the  inhabitants  of  New  York  State  as  between 
1850  and  1923.  In  interpreting  this  increase  it  must  be  remembered  that 
the  income  figures  developed  represent  only  those  elements  of  income  arising 
from  activities  pursued  for  a  pecuniary  gain.  They  do  not  include  elements 
of  income  outside  of  the  sphere  of  sale  or  exchange,  such  as  the  services  of 
housewives,  agreeable  surroundings,  and  other  satisfactions  and  enjoyments 
which  have  not  as  yet  been  brought  under  the  dollar  sign.  The  increase 
in  average  money  income,  therefore,  does  not  necessarily  indicate  a  corre¬ 
sponding  improvement  in  average  welfare.  When  a  woman  leaves  the 
home  in  order  to  accept  gainful  employment,  the  aggregate  amount  of 
money  income  is  thereby  increased,  but  assuming  that  her  services  in  the 
household  were  of  value,  the  sum  total  of  human  welfare  may  not  be 
greatly  altered.  When  a  farmer  specializes  on  a  single  crop  and  purchases 
his  food  instead  of  raising  it  himself,  he  does  not  actually  improve  his 
situation  to  the  extent  indicated  by  the  increase  in  his  money  income. 
Similarly,  when  a  factory  employee  works  overtime  in  order  to  pay  another 
to  perform  some  task  which  a  worker  of  an  earlier  generation  would  have 
performed  himself,  he  increases  his  money  income  but  this  increase  is  by 
no  means  represents  a  net  gain  in  welfare.  Finally  when  an  individual 
moves  from  the  country  to  the  city  where  his  services  command  a  higher 
salary,  the  money  income  of  the  community  is  increased.  If,  however, 
the  individual  in  question  is  forced  to  spend  the  greater  part  of  his  addi¬ 
tional  compensation  to  purchase  things  which  in  the  country  can  be  had 
for  the  asking,  his  greater  monetary  reward  becomes  largely  an  illusion. 
It  is  apparent  that  the  declining  economic  importance  of  the  home,  greater 
specialization,  and  the  growing  concentration  of  the  population  in  urban 
centers,  all  tend  to  increase  money  income  without  necessarily  improving 
welfare  to  the  same  extent. 

There  is,  of  course,  another  side  to  the  question.  Our  changed  mode 
of  working  and  living  has  resulted  in  opportunities  and  advantages  which 
cannot  be  paid  for  in  money  and  which,  consequently,  are  not  reflected  in 
statistics  of  money  income.  Increased  economic  specialization,  for  instance 
has  resulted  in  a  general  reduction  of  the  hours  of  labor,  but  the  value 
of  the  resulting  leisures  is  not  taken  into  account  by  the  figures  which 
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appear  in  Table  29.  Moreover,  city  life  affords  opportunities  for  education, 
entertainment,  and  cultural  development  which  are  not  available  to  the  rural 
dweller.  These  opportunities  are  for  the  most  part  free  and,  consequently, 
they  elude  measurement  by  the  income  statistician. 

Enough  has  been  said  to  indicate  that  there  is  no  necessary  relationship 
between  money  income  and  welfare.  The  increase  in  average  per  capita 
income  in  New  York  State  means  a  real  increase  in  taxable  capacity  since 
taxes  must  be  paid  in  money.  The  limitations  of  money  income  as  a 
measure  of  other  factors,  however,  must  be  clearly  appreciated. 
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February  15,  1926. 

To  the  Senate  and  Assembly  of  the  State  of  New  York: 

In  view  of  the  fact  that  a  joint  legislative  committee  was  ap¬ 
pointed  to  study  motor  vehicle  legislation  including  the  gasoline 
tax,  during  the  current  year,  your  Committee  on  Taxation  and 
Retrenchment  has  not  made  a  complete  study  of  the  problems  in¬ 
volved.  We  have,  however,  examined  certain  matters  dealing  espe¬ 
cially  with  gasoline  tax  administration  not  heretofore  covered  in 
our  reports.  We  present  these  in  the  following  pages  together 
with  a  brief  restatement  of  material  contained  in  our  previous 
studies. 

We  are  indebted  to  members  of  the  staff  of  the  National  Insti- 
tute  of  Public  Administration  for  bringing  together  the  material 
contained  in  this  report. 

(Signed)  Seabury  C.  Mastick,  Chairman 
Ernest  E.  Cole 
Perley  A.  Pitcher 
Thomas  I.  Sheridan 
F.  Trubee  Davison,  Vice-Chairman 
Charles  A.  Freiberg 
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THE  GASOLINE  TAX 


The  Origin  and  Spread  of  the  Tax 

The  first  state  taxes  on  gasoline  were  adopted  in  1919.  In  that 
year  Oregon,  North  Dakota,  New  Mexico  and  Colorado  adopted 
the  gasoline  tax  as  a  means  of  highway  financing.  Since  that  time 
the  spread  of  the  tax  has  been  rapid.  Kentucky  followed  in  1920. 
Eleven  states,  including  Pennsylvania  and  Connecticut,  along  the 
Atlantic  seaboard,  joined  the  procession  in  1921.  By  the  end  of 
1923,  thirty-five  states  had  resorted  to  a  tax  on  gasoline,  including 
all  states  along  the  Atlantic  seaboard  south  of  New  Jersey,  all 
states  south  of  the  Ohio  river,  and  all  the  states  included  in  the 
West  South  Central,  Mountain  and  Pacific  groups  of  states.  In 
addition,  North  and  South  Dakota,  Indiana  and  four  New  England 
states  had  resorted  to  the  tax.  In  1925,  a  fifth  New  England 
state — Rhode  Island — and  Ohio,  Michigan,  Wisconsin,  Minnesota, 
Iowa,  Missouri,  Nebraska  and  Kansas  enacted  laws  for  the  taxa¬ 
tion  of  gasoline.  At  the  end  of  1925,  only  four  of  the  forty-eight 
states  had  not  imposed  a  tax  on  gasoline — Illinois,  New  Jersey, 
Massachusetts  and  New  York.1 

Yield  of  Gasoline  Tax 

The  prevalence  of  discrepancies  between  the  reported  yields  of 
the  gasoline  tax  as  set  forth  in  many  of  the  current  tabulations 
indicates  that  accurate  information  on  yields  is  not  easily  obtain¬ 
able  in  a  number  of  the  states  which  have  adopted  the  tax.  The 
figures  presented  in  Table  I  are  based  on  the  publications  of  the 
bureau  of  public  roads  of  the  department  of  agriculture  with 
certain  changes  duly  indicated,  where  the  information  supplied  to 
us  by  state  officials  seemed  to  make  this  necessary.  No  attempt  has 
been  made  to  carry  the  table  farther  back  than  the  calendar  year 
1923  because  of  the  difficulty  of  obtaining  reasonably  trustworthy 
figures,  except  for  a  few  states.  The  amounts  tabulated  represent 
m  most  cases  gross  collections  before  the  payment  of  costs  of  col¬ 
lection.  Because  of  the  wide  variation  in  administration  from 
state  to  state,  and  of  the  lack  of  detail  in  official  reports,  it  has  not 
been  possible  to  ascertain  whether  the  amounts  in  all  cases  exclude 
or  include  rebates  and  refunds. 

Furthermore,  certain  types  of  inspection  fees  imposed  on  inflam¬ 
mable  liquids  in  many  states  are  not  taken  into  account.  In  some 
of  the  states,  the  fees  for  this  purpose  are  made  flexible  so  as  to 
permit  of  adjustment  to  actual  costs  of  inspection.  In  others,  as 
in  Georgia,  for  instance,  the  rates  are  fixed,  and  the  excess  over 
and  above  the  fees  and  expenses  retained  by  the  inspectors  is 
transmitted  monthly  to  the  state  treasurer.  The  amounts  so  re¬ 
mitted  to  the  state  in  1924  aggregated  $604,463.23,  of  which  ap- 

i  There  is  also  a  gasoline  tax  in  the  District  of  Columbia. 

[7] 


8 


TABLE  I 

Gross  Yields  of  State  Gasoline  Taxes,6  January  1,  1923-June  30,  1925 


1923 

1924 

Alabama . 

2  $1,133,085 
474,123 
1,219,199 
*2,518,893 
846,353 
880,223 
*88,579 
1,641,042 
1,502,503 

2  396 , 487 
*2,906,428 

$1,738,661 

‘730,846 

2,768,535 

11,993,222 

1,725,957 

‘1,072,433 

304,392 

3,658,677 

‘3,361,401 

545,672 

4,925,372 

Arizona . 

Arkansas . 

California . 

Colorado . 

Connecticut . 

Delaware . 

Florida. . . . 

Georgia . 

Idaho . 

Indiana . 

Iowa . 

Kansas . 

Kentucky . 

680,435 

754,438 

*286,077 

688,304 

1,660,938 

‘1,337,448 

522,250 

1.588,422 

Louisiana . 

Maine . . . 

Maryland . 

Michigan . 

Minnesota . 

Mississippi . 

467,856 

1,648,748 

Missouri . 

Montana . 

441,249 

619,295 

Nebraska . 

Nevada . 

*115,843 

*163,065 

165,000 

2,909,905 

461,082 

162,596 

587,845 

194,983 

4,529,048 

442,969 

New  Hampshire . . . 

New  Mexico . 

North  Carolina . 

North  Dakota . 

Ohio . 

Oklahoma . 

*599,000 

‘2,057,140 

5,491,523 

2,983,501 

‘2,672,482 

9,089,541 

Oregon . 

Pennsylvania . 

Rhode  Island . 

South  Carolina . 

1,511,453 

624,692 

*,‘1,226,564 

*1,215,623 

*404,086 

*168,173 

*,‘1,567,205 

1,225,150 

4  366,490 

2,186,137 

1,205,155 

‘1,816,319 

3,892,769 

684,361 

230,865 

3,313,188 

2,635,411 

‘1,277,102 

South  Dakota . 

Tennessee . 

Texas . 

Utah . 

Vermont . . . . 

Virginia . 

Washington . 

West  Virginia . 

Wisconsin . 

Wyoming . 

*140,162 

200,319 

Totalg . 

$37,337,430 

$78,306,850 

1925 

(to  June  30) 


$963,520 
401,438 
1,520,789 
7,514,667 
914,962 
527,671 
157,291 
2,731,387 
1,837,203 
339,466 
1 3,214,588 
2 978,855 
*  892,208 
1,347,499 
1,091,691 
202,477 
870,975 
1  3,385,500 
2 1,260,839 
1,079,701 
5 2, 180,938 
226,229 
2 681,215 
100,228 
263,027 
185,019 
2,782,242 
250,150 
*2,515,435 
2,150,549 
1,836,593 
4,657,752 
*,‘45,244 
1,583,910 
772,937 
‘1,381,792 
2,113,572 
429,363 
171,867 

1.681.786 

1.445.786 
632,280 

*779,838 

130,190 


$59,730,669 


*  Unless  otherwise  stipulated  the  figures  in  this  table  were  compiled  from  tabulations  by  the 
Bureau  of  Public  Roads,  United  States  Department  of  Agriculture. 

1  Refunds  excluded. 

*  Tax  effective  after  beginning  of  year. 

*  Tax  effective  July  1.  Figures  for  December  collections  not  included. 

4  Tax  went  into  effect  July  27.  Collections  for  November  and  December  not  included. 

1  Based  on  letters  from  State  officials. 
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proximately  $490,000  was  for  gasoline  and  other  motor  fuels.1  In 
Florida,  a  similar  situation  exists,  but  official  figures  as  to  yields 
are  not  available  to  your  committee. 

Gasoline  Tax  Rates 

Of  the  nineteen  states  which  had  enacted  gasoline  tax  laws  prior 
to  the  end  of  1922,  seventeen  imposed  initial  rates  of  one  cent  per 
gallon,  New  Mexico  and  South  Carolina  alone  beginning  with  a 
rate  of  two  cents.  Among  the  sixteen  states  which  adopted  the 
tax  in  1923,  one  started  with  a  rate  of  two  and  one-half  cents, 
eight  with  a  rate  of  two  cents,  and  only  seven  began  with  the  old 
initial  rate  of  one  cent.  Of  the  nine  states  which  adopted  the  tax 
in  1925,  only  one — Rhode  Island — retained  a  one  cent  rate,  all  the 
others  imposing  a  two  cent  rate. 

Meanwhile,  one  state  after  another  has  increased  its  rate  from 
time  to  time.  Of  the  four  pioneer  states,  North  Dakota  alone  has 
maintained  its  original  rate  of  one  cent.  Texas  has  continued  at 
its  one  cent  rate  since  1923.  With  the  exception  of  these  states, 
and  of  Alabama  and  California,  who  began  in  1923  with  a  two 
cent  rate,  all  of  the  other  states  who  had  adopted  the  tax  prior  to 
1925  have  increased  the  rate  one  or  more  times.  At  the  close  of 
1925,  only  three  states  had  a  rate  as  low  as  one  cent.  Twenty 
were  collecting  two  cents  per  gallon ;  one,  two  and  one-half  cents ; 
twelve,  three  cents ;  four,  four  cents ;  and  one,  five  cents.  The 
accompanying  map  indicates  the  rates  in  force  on  December  31, 
1925. 

The  details  of  the  rates  in  force  in  the  several  states  at  the  end 
of  the  calendar  years  1919  to  1925  inclusive  are  set  forth  in 
Table  II. 

Costs  of  Administration 

In  only  a  few  states  were  figures  as  to  costs  of  collection  avail¬ 
able.  Such  figures  as  were  elicited  in  response  to  letters  sent  by 
your  committee  to  the  officials  of  the  several  states  charged  with 
the  duty  of  collecting  the  tax  are  presented  in  Table  III.  That 
table  presents  also  the  replies  to  questions  concerning  the  number 
of  companies,  firms,  and  individuals  from  whom  the  several  states 
receive  payments  of  the  tax;  the  average  monthly  number  of  ap¬ 
plications  for  refunds  and  rebates  filed;  and  the  number  of  full 
time  and  part  time  employees  engaged  in  the  administration  of 
the  tax. 

In  this  connection  the  question  naturally  arises  as  to  what  items 
should  be  included  among  the  costs  of  administration  of  the 
gasoline  tax.  In  a  number  of  states,  as  was  pointed  out  in  the 
section  dealing  with  yields,  the  pre-existing  state  agencies  charged 
with  the  duty  of  oil  inspection,  play  a  large  part  in  the  administra¬ 
tion  of  the  new  tax.  Since  these  agencies  are,  as  a  rule,  supported 
by  fees,  their  expenditures  are  generally  excluded  entirely  from 
the  reported  costs  of  administration.  The  situation  is  somewhat 


i  Annual  Report  Georgia  Department  of  Agriculture,  1924,  pp.  28-29. 
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TABLE  II 

State  Gasoline  Tax  Rates  in  Cents  Per  Gallon,  as  of  December  31,  for  the 

Years  1919  to  1925 


1919 

1920 

1921 

1922 

1923 

1924 

New  England: 

Maine . 

1 

1 

New  Hampshire . 

1 

2 

Vermont . 

1 

1 

Massachusetts . 

Rhode  Island . 

Connecticut . 

i 

i 

1 

i 

Middle  Atlantic: 

New  York . 

New  Jersey . 

Pennsylvania . 

1 

i 

2 

2 

East  North  Central: 

Ohio . 

Indiana . 

2 

2 

Illinois . 

Michigan . 

Wisconsin . 

West  North  Central: 

Minnesota . 

Iowa . 

Missouri . 

North  Dakota.  . . 

1 

1 

1 

i 

i 

i 

South  Dakota . 

1 

1 

2 

2 

N  ebraska . 

Kansas . 

South  Atlantic: 

Delaware . 

1 

2 

Maryland . 

i 

2 

2 

Virginia . 

3 

3 

West  Virginia . 

2 

2 

North  Carolina . 

1 

i 

3 

3 

South  Carolina . 

2 

3 

3 

Georgia . 

1 

1 

3 

3 

Florida . 

1 

1 

3 

3 

East  South  Central: 

Kentucky . 

1 

1 

/ 

1 

1 

3 

Tennessee . 

2 

2 

Alabama . 

2 

2 

Mississippi . 

1 

1 

3 

West  South  Central: 

Arkansas . 

1 

1 

3 

4 

Louisiana . 

1 

1 

2 

2 

Oklahoma . 

1 

2 i 

1 

Texas . 

1 

Mountain: 

Montana . 

1 

1 

2 

2 

Idaho . 

2 

2 

Wyoming . 

1 

1 

Colorado . 

i 

i 

1 

i 

2 

2 

New  Mexico . 

2 

2 

1 

l 

1 

1 

Arizona . 

1 

l 

3 

3 

Utah . 

2* 

2 

2h 

2 

Nevada . 

1925 


3 

2 

2 

No  tax 
1 
2 

No  tax 
No  tax 
2 

2 

3 

No  tax 
2 
2 

2 

2 

2 

1 

3 

2 

2 

2 

2 

3 

3* 

4 

5 

31 

4 

3 

3 

2 

3 

4 
2 
3 
1 

2 

3 

21 

2 

3 

3 

31 

4 


12 


Table  II  —  ( Concluded ) 


State  Gasoline  Tax  Rate  in  Cents  Per  Gallon,  Etc. 


1919 

1920 

1921 

1922 

1923 

1924 

1925 

Pacific: 

Washington . 

•  •  •  • 

1 

1 

2 

2 

2 

Oregon . 

1 

1 

2 

2 

3 

3 

3 

California . 

.... 

.... 

.... 

2 

2 

2 

Number  of  states  with  tax  .... 

4 

5 

16 

19 

35 

35 

44 

TABLE  III 

Data  Bearing  on  Administration  of  State  Gasoline  Taxes  1 


Number 

Average 
number 
of  applica¬ 
tions  for 
refunds 
per  month 

Number  of 
Employees 

Cost  of 
collection 

of  tax¬ 
payers 

Full 

time 

Part 

time 

Alabama . 

4,000 

15 

4 

4 

12  $8 , 292 

Arizona . 

6 

2 

Arkansas . 

2 

2 

2 

California . 

90 

3,400 

250 

6 

3 

13  7,500 
13  45,748 

Colorado . 

2 

2 

2 

Connecticut . 

53 

750 

9 

Delaware . 

22 

2 

1 

Florida . 

2 

4 

2 

2 

5,000 

Georgia . 

65 

4 

2 

Idaho . 

60 

4 

3 

Indiana . 

275 

1,284 

3 

1 

13  5,274 

14  2,406 
7,000 

12,000 

Iowa 1 . 

450 

liooo 

6 

4 

1 

Kansas 1 . 

600 

4 

Kentucky . 

135 

4 

5 

Louisiana . 

63 

7  5 

2 

Maine . 

34 

8 

1 

1 

Maryland . 

30 

350 

1 

9 

Michigan 1 . 

431 

2,265 

2 

10 

Minnesota 1 . 

2 

2 

2 

Mississippi . 

J 

4 

1 

Missouri 1 . 

7,357 

144 

4,950 

4 

29 

70,000 
7/10  of  1  per  cent 
13  8,000 

Montana . 

3 

Nebraska 1 . 

425 

126 

3 

3 

Nevada . 

25 

40 

3 

New  Hampshire . 

41 

55 

New  Mexico . 

250 

4 

3 

13  9,251 
13 14,775 

North  Carolina . 

85 

800 

150 

50 

North  Dakota . 

3  70 

2 

3 

Ohio1 . 

524 

515 

4 

12,600 
1/10  of  1  per  cent 
.  16  5,456 

Oklahoma . 

750 

12 

5 

Oregon . 

2 

2 

2 

Pennsylvania . 

20,000 

29 

4 

25 

Rhode  Island  1 . 

5 

1 

i 

South  Carolina . 

76 

9  20 

1 

1 

5,000 

South  Dakota . 

1,000 

1,374 

1 
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Table  III  —  Concluded 


Data  Bearing  on  Administration  of  State  Gasoline  Taxes  1 


Number 
of  tax¬ 
payers 

Average 
number 
of  applica¬ 
tions  for 
refunds 
per  month 

Number  of 
Employees 

Cost  of 
collection 

Full 

time 

Part 

time 

Tennessee . 

94 

4 

2 

1 

Texas . 

160 

10 

2 

Utah . 

37 

4 

2 

13  1,363 

Vermont . 

30 

4 

2 

1,000 

Virginia . 

890 

800 

3 

4 '464 

Washington . 

62 

16 

1 

13  7,939 

West  Virginia . 

1,530 

11 10 

1 

3 

7^500 

Wisconsin  1 . 

330 

1,130 

3 

2 

10,000 

Wyoming . 

2 

2 

2 

2 

13  630 

1  The  information  herein  presented,  unless  otherwise  indicated,  was  obtained  by  correspondence 
with  the  officials  of  the  various  States  who  are  in  charge  of  gasoline  tax  administration.  It  applies 
to  the  last  complete  fiscal  year,  prior  to  September,  1925,  except  for  the  nine  states  in  which  the 
Gasoline  Tax  Law  became  effective  in  1925  —  Iowa,  Kansas,  Michigan,  Minnesota,  Missouri, 
Nebraska,  Ohio,  Rhode  Island,  Wisconsin.  In  those  states  the  information  applies  to  a  period 
covering  from  one  to  six  months  in  1925. 

2  Information  not  available. 

*  Average  monthly  number  of  taxpayers. 

4  No  refunds  authorized  except  for  gasoline  in  interstate  commerce. 

*  Refunds  allowed  by  retailers  and  members  not  tabulated  by  State  officials. 

8  Refunds  handled  by  county  officials.  Number  not  reported  by  state. 

7  Refunds  granted  only  for  gasoline  exported  from  state. 

*  Refunds  granted  only  for  gasoline  used  as  solvent.  Few  applications  granted. 

®  Refunds  granted  only  to  non-resident  owners  of  yachts. 

10  State  officials  report  “  practically  none.” 

11  This  figure  applies  to  the  old  law  which  permitted  no  refunds  for  gaso.ine  consumed  in  the 
state.  State  officials  estimate  that  200  applications  for  refunds  will  be  m  de  per  month  under 
the  new  law. 

12  From  October  1,  1924  to  July  31,  1925. 

13  From  table  in  Public  Roads  for  September,  1925.  Covers  period  beween  January  1  and 
June  30,  1925,  or  so  much  thereof  as  law  was  in  operation. 

14  From  April  16  to  August  31,  1925. 

15  From  January  1  to  September  30,  1924. 


analogous  to  that  which  your  committee  reported  on  in  1923,  in 
connection  with  the  collection  of  taxes  by  town  collectors  in  this 
State.  Those  collectors  receive  from  the  taxpayers  over  and  above 
the  taxes  themselves,  collection  fees  ranging  from  1  to  5  per  cent 
of  the  taxes  collected.  The  fees  never  appear  on  financial  state¬ 
ments,  consequently  it  was  found  impossible  to  determine  the  costs 
of  collecting  taxes  in  towns.1  Similar  difficulties  present  them¬ 
selves  in  connection  with  an  analysis  of  the  costs  of  collecting  the 
gasoline  tax  in  various  states. 

There  can  be  no  doubt,  however,  that  the  costs  of  collection 
under  the  best  designed  gasoline  tax  laws  constitute  a  very  small 
percentage  of  the  yield,  even  if  all  or  part  of  the  expenditures  of 
the  oil  inspecting  agencies  are  included.  This  is  due  to  the  fact, 
of  course,  that  the  organization  of  the  gasoline  business  is  such  as 


i  Cf.  Legislative  Document  (1923)  No.  55,  pp.  130-132. 
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to  permit  the  collection  of  large  aggregate  revenues  from  an  un¬ 
usually  small  number  of  taxpayers.  Only  five  of  the  thirty-seven 
states  for  which  reports  on  this  point  are  available  have  1,000  or 
more  gasoline  taxpayers.  Of  the  remaining  thirty-two  states, 
twenty-eight  have  fewer  than  500  taxpayers  on  their  rolls,  nine¬ 
teen  of  them  reporting  from  15  to  94  taxpayers. 

If  the  State  of  New  York  were  to  enact  a  gasoline  tax  law,  it 
is  probable  that  90  per  cent  of  the  aggregate  taxes  would  be  paid 
by  thirty-five  distributors.  This  estimate  is  based  on  the  number 
of  wholesale  distributors  of  gasoline  in  this  State  who  are  listed 
in  the  Oil  Trade  Blue  Book. 

Exemption  of  Gasoline  Not  Used  on  Highways 

In  many  of  the  popular  discussions  of  the  gasoline  tax,  the  fact 
is  overlooked  that  gasoline  is  used  for  a  variety  of  purposes  other 
than  the  propulsion  of  motor  vehicles  on  highways.  The  imposi¬ 
tion  of  a  tax  on  the  gasoline  used  in  farm  tractors,  in  stationary 
engines,  in  motor  boats,  and  in  aeroplanes,  or  as  a  solvent  in  dry 
cleaning,  in  the  manufacture  of  paints,  or  for  other  industrial 
purposes,  can  not  well  be  justified  on  the  grounds  on  which  the 
arguments  for  the  tax  are  commonly  based.  The  quantity  of  1 
gasoline  used  for  such  purposes  can  hardly  be  considered  a  measure  V 
of  the  benefits  conferred  on  the  users  by  highway  construction 
and  maintenance. 

Accurate  figures,  unfortunately,  are  not  available  as  to  the 
amount  of  gasoline  used  for  non-highway  purposes.  An  admittedly 
rough  estimate  submitted  by  your  committee  in  a  previous  report 
indicated  that  approximately  one-fifth  of  the  total  domestic  con¬ 
sumption  in  1920  was  used  for  purposes  other  than  transportation 
along  public  highways.1  In  this  estimate,  the  total  consumption 
for  highway  purposes  was  calculated  by  multiplying  the  number 
of  registered  passenger  vehicles,  trucks,  and  motor  cycles  by  an 
assumed  average  annual  consumption  for  each  type  of  vehicle. 
The  percentage  consumed  for  other  purposes  was  arrived  at  by 
subtracting  the  sum  of  the  total  estimated  highway  uses  from  the 
total  domestic  consumption. 

A  somewhat  more  elaborate  estimate  for  the  same  year  by  J.  E. 
Pogue  produces  approximately  the  same  results.2  That  estimate 
also  arrives  at  the  amount  consumed  for  certain  miscellaneous  pur¬ 
poses  by  difference,  but  estimates  the  amounts  consumed  in 
tractors  by  multiplying  the  number  of  tractors  in  use  by  an 
estimated  average  annual  consumption  per  tractor.  The  final 
figures  indicate  the  use  of  about  11%  per  cent  of  the  total  domestic 
consumption  of  gasoline  in  tractors  and  about  9  per  cent  for  other 
non-highway  purposes.  Recent  figures  on  the  number  of  tractors 
in  use  are  not  available,  but  the  extension  of  Mr.  Pogue’s  methods 
and  factors  to  motor  vehicle  registration  for  1924  would  indicate 
that  between  13  and  16  per  cent  of  the  greatly  increased  domestic 
consumption  in  1924  was  used  in  driving  tractors  and  for  other 

1  Legislative  Document  (1922)  No.  72,  p.  152n. 

2  J.  E.  Pogue,  Economics  of  Petroleum,  Wiley  (1921),  pp.  119-125. 
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non-highway  purposes.  No  estimates  are  available  as  to  the  dis¬ 
tribution  of  consumption  between  highway  and  non-highway  pur¬ 
poses  in  the  individual  states. 

Thirteen  of  the  forty  states  from  whose  officials  your  committee 
was  able  to  obtain  detailed  information,  provided  no  exemptions 
for  gasoline  used  for  non-highway  purposes  during  the  period 
covered  by  the  reports.  In  four  others,  the  law  provides  for  exemp¬ 
tions,  but  only  a  negligible  number  of  applications  for  refunds  on 
exempt  gasoline  were  allowed  by  the  central  officials.  In  two 
states  the  retailers  were  authorized  to  allow  the  exemptions,  and 
the  state  officials  could  not  report  the  numbers  nor  the  amounts  of 
the  refunds  granted.  In  other  states,  administration  was  de¬ 
centralized  and  the  central  offices  contained  little  or  no  informa¬ 
tion  as  to  amounts  refunded.  Less  than  one-half  of  the  states 
seem  to  maintain  central  control  over  the  machinery  of  exemptions. 

Even  among  the  writers  who  favor  the  gasoline  tax  on  the 
ground  that  the  payments  exacted  under  it  are  proportioned  to 
highway  benefits,  the  doubts  as  to  the  exact  amount  of  gasoline 
used  for  non-highway  purposes,  and  the  vagueness  of  the  figures 
obtainable  from  many  state  officials  regarding  exemptions,  have 
combined  to  create  a  feeling  that  provisions  for  exemption  are  not 
essential  features  of  a  good  law.  Without  citing  any  specific 
figures  in  support  of  his  contention,  one  writer  states  his  opinion 
as  follows: 

“As  long  as  most  of  the  gasoline  is  used  in  vehicles  that 
travel  the  highways  of  the  state,  there  should  be  no  exemp¬ 
tions  on  sales  of  gasoline  except  those  in  interstate  commerce. 
This  method  will  eliminate  most  of  the  possible  evasion  of  the 
tax  and  also  some  administrative  effort.  Since  the  amount  of 
these  exemptions  is  small,  the  payment  of  the  tax  by  all  will 
work  no  substantial  injustice  on  gasoline  consumers  and  will 
avoid  much  petty  work  for  the  state  officials  and  also  the  re¬ 
tailers  of  gasoline.”1 

Another  recent  commentator  cites  the  experience  of  one  state  in 
support  of  the  statement  that  “  in  those  states  which  do  grant  the 
privilege  (of  exemption)  not  enough  claims  are  presented  to  make 
it  worth  while.”2  Conditions  in  Maryland  during  the  first  eight 
months  of  the  gasoline  tax  there  support  this  statement,  the  exact 
figures  quoted  from  an  article  by  a  state  official  being  as  follows : 

The  gas  tax  which  has  been  in  effect  since  June  has  produced 
$350,000,  and  the  exemptions  have  been  less  than  $3,000,  or  less 
than  1  per  cent.3 

The  more  recent  experience  in  Maryland,  on  the  other  hand, 
would  seem  to  indicate  that  exemptions  have  an  important  place 

1  Edmund  P.  Learned,  “  State  Gasoline  Taxes,”  Bulletin  of  the  University 
of  Kansas,  Vol.  XXVI,  No.  6,  March  15,  1925,  p.  54. 

2  F.  R.  Hunt,  “  The  Taxation  of  Motor  Vehicles  and  Its  Relation  to  High¬ 
way  Finance,”  Highway  Topics,  June,  1925,  p.  15. 

3  J.  N.  Mackall  ( State  Commission  of  Roads,  Maryland ) ,  “  Changes  Needed 
in  Motor  Vehicle  Legislation  and  License  Fees,”  Roads  and  Streets,  February, 
1923,  p.  332. 
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in  a  gasoline  tax  law.  In  January  1924,  an  increase  in  tax  rates 
became  effective  in  Maryland.  Since  that  time  claims  for  refunds 
have  increased  considerably  both  in  number  and  amount, 
*  *  principally  due  to  the  fact  that  the  tax  was  increased  from  one 
cent  to  two  cents  per  gallon  and  consumers  entitled  to  the  refund 
seem  to  think  it  worth  while  to  apply  for  it.  We  also  feel  that 
quite  a  number  of  consumers  were  unaware  that  they  were  entitled 
to  refunds  and  that  since  learning  they  were,  they  have  started 
to  apply  for  them. 7  ’ 1 

Insufficient  information  is  available  to  enable  your  committee 
to  formulate  an  opinion  as  to  whether  or  not  the  experience  of 
Maryland  in  this  respect  is  general  among  the  states  which  grant 
rebates  for  gasoline  not  used  on  highways.  Certainly,  in  the 
states  of  Oregon  and  Virginia,  for  which  we  have  obtained  ade¬ 
quate  figures,  the  applications  for  rebates  have  shown  a  tendency 
to  increase  in  number,  and  the  percentage  of  the  amounts  collected 
which  has  later  been  refunded,  has  shown  a  tendency  to  mount 
steadily. 

Because  of  the  manner  in  which  the  figures  compiled  by  the 
secretary  of  state  of  Oregon  are  presented,2  we  have  reduced  tax 
collections  under  the  law  of  1921,  and  the  rebates  granted  there¬ 
under,  to  average  monthly  amounts  for  the  periods  indicated 
below.  The  comparisons  on  this  basis  of  gross  collections  and 
refunds  follow: 


Average  Monthly  Collections  and  Refunds  Under  the  Gasoline  Tax 

of  the  State  of  Oregon 


PERIOD 

Average 
monthly 
tax  col¬ 
lections 

Average 

monthly 

refunds 

Per  cent 
of 

taxes 

rebated 

March  1,  1921-December  31,  1921 . 

$48,265  72 
49,884  13 
108,898  31 
152,980  30 
154,506  06 

$1,585  37 
1,866  34 
5,719  10 
8,262  31 
12,059  32 

3.28 

Calendar  year  1922 . 

3.74 

Calendar  year  1923 . 

5.25 

January  1,  1924-September  30,  1924 . 

October  1,  1924r-July  31,  1925 . 

5.40 

7.80 

In  order  to  avoid  the  risk  of  misunderstanding,  it  is  necessary 
to  point  out  in  this  connection  that  Oregon  has  two  separate  and 
distinct  gasoline  tax  laws.  The  first,  which  went  into  effect  on 
February  26,  1919, 3  imposes  a  tax  of  one  cent  per  gallon  on  all 

1  Office  of  comptroller,  Annapolis,  Maryland,  in  a  letter  dated  September 
28,  1925. 

2  Biennial  report  of  secretary  of  state  of  Oregon,  1923-1924,  pp.  29-30; 
and  typewritten  statement  of  gasoline  taxes  from  February  25,  1919,  to  July 
31,  1925,  enclosed  in  letter  from  secretary  of  state,  dated  September  25,  1925. 

3  Oregon  Laws  of  1919,  chapter  159. 
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gasoline  sold  and  of  V2  cent  per  gallon  on  all  distillate,  regardless 
of  the  purposes  for  which  those  fuels  are  used.  In  short  it  pro¬ 
vides  for  a  straight  sales  tax,  without  provision  for  refunds,  and 
that  law  is  still  in  force  in  its  original  form.  The  second  law, 
which  became  effective  on  March  1,  1921,  imposes  an  additional  tax 
on  all  gasoline  and  distillate  sold  by  dealers,  but  provides  for  a 
refund  of  the  tax  by  the  secretary  of  state  to  all  consumers  of 
motor  fuels  for  purposes  other  than  the  propulsion  of  motor 
vehicles  along  the  highways  of  the  state.  The  tax  imposed  by 
this  law  was  one  cent  per  gallon  until  May  24,  1923,  and  two  cents 
thereafter.1 

The  taxes  and  the  refunds  dealt  with  in  the  foregoing  table  are 
those  provided  by  this  second  law.  Application  for  refunds  come 
principally  from  “  operators  of  farm  tractors,  motor  boats,  sta¬ 
tionary  engines,  clothes  cleaning  establishments,  etc.”  Further¬ 
more,  “claims  for  refunds  must  be  filed  with  the  secretary  of 
state  within  ninety  days  from  the  date  of  the  purchase  or  invoice, 
or  not  at  all,  and  although  every  possible  means  of  informing  the 
public  of  this  requirement  has  been  utilized,  it  occurs  almost  daily 
that  some  purchaser  of  motor  vehicle  fuels,  whose  claim  is  other¬ 
wise  valid,  must  be  disappointed  because  of  his  failure  to  file  his 
claim  within  the  specified  period.”  In  the  course  of  the  report 
of  the  secretary  of  state  of  Oregon,  from  which  these  excerpts  are 
quoted,  that  official  recommends  that  the  law  be  amended  so  as 
to  permit  the  filing  of  claims  for  gasoline  tax  refunds  within  the 
limit  established  for  other  claims  against  the  state,  namely  two 
years.2 

It  is  quite  evident,  therefore,  that  in  the  state  of  Oregon,  which 
is  the  pioneer  in  this  country  in  the  use  of  the  gasoline  tax,  the 
percentage  of  tax  refunds  to  tax  collections  has  mounted  steadily ; 
that,  as  in  the  state  of  Maryland  increased  rates  and  increasing 
knowledge  on  the  part  of  consumers  as  to  their  rights  under  the 
law,  have  combined  to  bring  about  this  increase;  and  that  the 
present  rebates  do  not  as  yet  cover  all  the  motor  fuels  which  are 
entitled  to  exemption  under  the  law. 

Similar  evidence  is  available  from  the  state  of  Virginia.3  In 
fact  the  bulk  of  the  administrative  work  entailed  by  the  gasoline 
tax  law  in  that  state  is  concerned  with  the  issuing  and  mailing 
each  month  of  “around  800  refund  checks.”  The  comparison  of 
gross  collections  and  refunds  follows: 

1  Laws  of  Oregon,  chapter  412,  1921,  as  amended  by  chapter  274,  1923. 

2  Biennial  report  of  secretary  of  state,  Oregon,  1923-1924,  p.  31. 

3  Office  of  motor  vehicle  commissioner,  Richmond,  Va.,  in  letter  dated  Sep¬ 
tember  25,  1925. 


IS 


Collections  and  Refunds  Under  the  Gasoline  Tax  of  the  State  of 

Virginia 


PERIOD 

Total 
gasoline 
tax  col¬ 
lections 

Total 

gasoline 

tax 

refunds 

Percent¬ 
age  of 
refunds 
to  col¬ 
lections 

June  28-December  31,  1923 . 

$1,567,204  89 
3,313,188  47 
1,681,786  26 

$30,525  66 
115,663  16 
69,582  34 

1.95 

Calendar  year  1924 . 

3.49 

January  1-June  30,  1925 . 

4.14 

The  rate  of  tax  in  Virginia  has  been  three  cents  throughout  the 
period  covered  by  the  above  table.  The  steady  growth  in  the  per¬ 
centage  of  taxes  refunded  would  seem  to  be  due  in  this  case 
entirely  to  an  increasing  knowledge  of  their  rights  on  the  part  of 
the  users  of  exempt  gasoline.  Claims  for  rebates  in  Virginia  must 
be  filed  within  sixty  days  after  the  purchase  of  the  fuel. 

The  opinions  of  administrators  of  the  tax  in  states  where  exemp¬ 
tions  are  not  allowed  may  also  be  of  interest  in  this  connection. 
Concerning  the  law  passed  in  Vermont  in  1923,  and  amended  in 
1925,  to  increase  the  tax  from  one  cent  per  gallon  to  two  cents, 
the  secretary  of  state  writes:  “We  have  no  rebates  in  Vermont 
and  it  would  be  my  judgment  that  none  should  be  allowed,  no 
matter  for  what  purpose  the  gasoline  is  used,  until  the  tax  gets  to 
at  least  three  cents  per  gallon.  The  administration  of  rebates  must 
necessarily  be  cumbersome  and  expensive  and  would  cost  far  more 
to  administer  than  the  rebates  would  amount  to.  An  effort  to  put 
a  law  upon  our  statute  books  providing  for  rebates  was  decisively 
defeated  in  a  legislature  made  up  of  more  than  two-thirds  farmers 
at  our  last  session  in  January.”1 

In  West  Virginia,  the  original  gasoline  tax  law  of  1923,  estab¬ 
lished  a  rate  of  two  cents  per  gallon  on  all  gasoline  without 
exemptions.  The  new  law  adopted  by  the  legislature  of  1925,  and 
effective  on  July  1,  of  that  year,  raised  the  rate  to  three  and  one 
half  cents,  and  exempted  gasoline  not  used  on  highways.  The 
reasoning  of  the  legislature  seems  to  have  been  similar  to  that  of 
the  Vermont  official  just  quoted.  The  law  of  1925  is  still  too  new 
in  its  operations  to  have  yielded  any  information  available  to  your 
committee  as  to  the  workings  of  the  exemption  features. 

In  Tennessee,  on  the  other  hand,  both  legislators  and  adminis¬ 
trators  have  proceeded  on  an  entirely  different  theory.  The 
original  act  provided  for  a  tax  of  two  cents  per  gallon  and  no 
exemptions.  The  act  as  amended  in  1925  raises  the  rate  to  three 
cents  and  still  provides  for  no  exemptions.  The  excise  tax  divi¬ 
sion  of  the  state  government,  furthermore,  feels  that  a  gasoline 

i  Secretary  of  state,  Montpelier,  Vermont,  in  letter  dated  September  25, 
1925. 


19 


tax  should  be  considered  not  as  a  measure  of  highway  benefits  but 
as  a  privilege  tax  on  the  sale  and  storage  of  gasoline  within  the 
state ;  and  that  there  should  be  no  gasoline  exempted  from  the  tax 
except  such  as  moves  in  interstate  commerce.  The  argument 
against  exemptions  is  summed  up  tersely  in  the  following  statement : 
“Dry  cleaners  will  hang  a  dirty  shirt  in  a  vat  and  draw  off  enough 
gasoline  for  use  in  a  hundred  motor  propelled  vehicles. 1  ’ 1 

Your  committee  regrets  its  inability  to  submit  accurate  figures 
based  on  the  experience  of  a  larger  number  of  states.  On  the 
evidence  presented,  however,  it  feels  justified  in  concluding  that 
mounting  rates  of  gasoline  tax  are  bringing  about  a  situation  in 
which  those  who  advocate  the  tax  on  the  grounds  that  it  is  a 
measure  of  highway  benefits  must  take  into  account  the  necessity 
for  providing  a  larger  and  more  expensive  machinery  for  rebates 
to  users  of  gasoline  for  non-highway  purposes,  or  else  must  sup¬ 
port  the  measure  in  part  as  a  sales  tax  for  revenue  only  without 
regard  to  benefits. 

Exemptions  of  Gasoline  in  Interstate  Commerce 

The  powers  of  the  states  to  impose  gasoline  taxes  have  been  hotly 
attacked  both  in  state  and  federal  courts.  As  a  result  of  the  many 
cases  which  have  been  decided,  the  general  rights  of  states  to  levy 
taxes  on  the  sale  and  use  of  gasoline  are  no  longer  in  doubt,  and 
the  limitations  imposed  on  them  in  the  exercise  of  those  rights  by 
the  interstate  commerce  clause  have  been  clearly  defined.2 

In  a  number  of  states,  the  fear  of  running  foul  of  the  restric¬ 
tions  imposed  on  the  taxation  of  articles  in  interstate  commerce 
has  led  to  the  specific  exemption  from  the  tax  of  gasoline  sold  in 
unbroken  packages  or  of  gasoline  purchased  in  one  state  and  used 
in  another.  This  has  paved  the  way  for  the  evasion  of  the  tax  in 
certain  states  by  companies  who  use  gasoline  in  quantities  suffi¬ 
ciently  large  to  enable  them  to  buy  their  supplies  from  distributors 
in  other  states.  The  growth  of  large  companies  using  fleets  of 
trucks  and  buses  for  the  transportation  of  freight  and  passengers 
over  public  highways  may  make  this  a  serious  matter. 

In  New  Mexico,  for  instance,  the  law  exempts  from  the  gasoline 
tax  “such  gasoline  as  is  or  has  been  brought  into  this  state  and 
sold  in  original  packages  as  purely  interstate  commerce  sales  or 
purchased  outside  the  state  and  brought  into  this  state  in  original 
packages  by)  the  consumer  for  his  own  use.  ’  ’ 3  These  exemptions 
were  left  unchanged  by  the  law  effective  March  18,  1925,  which 
raised  the  rate  from  one  to  three  cents  per  gallon. 

More  recent  laws  in  other  states  also  leave  the  same  loopholes 
for  the  escape  from  taxation  of  gasoline  used  on  public  highways 
by  companies  large  enough  to  maintain  their  own  filling  stations. 
The  Connecticut  law,  for  instance,  defines  as  a  distributor  a  pro- 

1  Excise  tax  division,  Nashville,  Tennessee,  in  letter  dated  September  25, 

1 925. 

2  252  U.  S.  444,  Askren  v.  Continental  Oil  Co.;  256  U.  S.  642,  Bowman  v. 
Continental  Oil  Co.;  258  U.  S.  466,  Texas  Company  v.  Brown;  262  U.  S.  506, 
Sonneborn  Bros.  v.  Cureton;  264  U.  S.  137,  Pierce  Oil  Co.  v.  Hopkins. 

3  New  Mexico  Laws  of  1921,  Chap.  CLXXV,  Sec.  3. 
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ducer  of  gasoline,  or  any  person  “who  shall  import  or  cause  to  be 
imported  for  sale  fuels  as  herein  defined,  into  the  state ;”  and  only 
a  distributor  as  so  defined  is  required  by  law  to  render  to  the 
commissioner  of  motor  vehicles  monthly  reports  “which  shall 
state  the  number  of  gallons  of  such  fuel  sold  or  used  in  the  state 
by  him.  ” 1 

Legal  provisions  of  this  type  do  not  take  advantage  of  the  full 
powers  of  state  governments  to  tax  the  sale  and  use  of  gasoline.  In 
the  case  of  Texas  Company  v.  Brown,  the  United  States  Supreme 
Court  held  that  “goods  imported  into  one  state  from  another 
which  have  reached  their  destination  and  are  held  in  storage  in  the 
original  packages  awaiting  sale,  are  subject  to  non-discriminatory 
state  taxation.”  The  case  in  question  dealt  with  the  right  of  the 
state  of  Georgia  to  impose  inspection  fees  on  oil  and  gasoline  at 
rates  in  excess  of  the  costs  of  inspection.  In  Sonneborn  Brothers 
v.  Cureton,  however,  the  court  directly  sustained  the  right  of  a 
state  to  levy  a  gasoline  tax  on  receipts  “arising  from  the  sale  of 
oil  shipped  into  Texas  and  afterwards  sold  from  the  storerooms  in 
unbroken  original  packages.”  In  its  opinion,  the  court  asks, 
“Is  this  a  regulation  of,  or  a  burden  upon,  interstate  commerce? 
We  think  it  is  neither.  The  oil  had  come  to  a  state  of  rest  in  the 
warehouse  of  the  appellants  ....  The  interstate  transporta¬ 
tion  was  at  an  end.” 

Furthermore,  in  an  earlier  case — Bowman  v.  Continental  Oil 
Company — in  which,  among  other  things,  the  right  of  the  state  to 
impose  a  tax  on  the  oil  used  was  called  into  question,  the  court 
said:  “With  the  excise  tax  as  imposed  upon  the  use  of  gasoline 
by  plaintiff  at  its  distributing  stations,  in  the  operation  of  its 
automobile  tank  wagons  and  otherwise,  we  have  no  difficulty. 
Manifestly,  gasoline  thus  used  has  passed  beyond  interstate  com¬ 
merce,  and  the  tax  can  be  imposed  upon  its  use,  as  well  as  upon  the 
sale  of  the  same  commodity  in  domestic  trade,  without  infringing 
plaintiff’s  commercial  rights  under  the  Federal  Constitu¬ 
tion  ....  We  see  no  reason  to  doubt  the  power  of  the  state 
to  select  this  commodity,  as  distinguished  from  others,  in  order  to 
impose  an  excise  tax  upon  its  sale  and  use.” 

It  would  seem  to  follow,  therefore,  in  spite  of  the  practice  in 
many  states,  that  any  and  all  gasoline  consumed  within  a  state 
may  be  taxed.  If  the  last  sale  of  the  gasoline  before  consumption 
is  an  interstate  transaction,  then  the  final  purchaser  may  be  taxed 
on  the  use ,  instead  of  on  the  sale.  The  gasoline  tax  law  of  the 
state  of  Maine  contains  a  provision  which  has  clearly  been  designed 
to  give  its  administrative  officials  the  explicit  powers  to  utilize  to 
the  full  all  the  rights  inherent  in  the  state  as  laid  down  in  the  de¬ 
cisions  of  the  United  States  Supreme  Court  which  have  just  been 
cited.  It  follows : 

“Whoever  shall  receive  any  such  internal  combustion  engine 
fuels  in  such  form  and  under  such  circumstances  as  shall 
preclude  the  collection  of  this  tax  from  the  distributors  by 


1  Connecticut  Laws  1925,  Chapter  1 45,  Secs.  1  and  4. 
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reason  of  the  provisions  of  the  laws  of  the  United  States  and 
shall  thereafter  sell  or  use  any  such  internal  combustion  en¬ 
gine  fuels  in  such  manner  and  under  such  circumstances  as 
may  subject  such  sale  or  use  to  the  taxing  power  of  this  state, 
such  person  shall  be  considered  as  a  distributor  and  shall 
make  the  same  reports,  pay  the  same  taxes,  and  be  subject 
to  all  other  provisions  of  this  act  relating  to  distributors  of 
internal  combustion  engine  fuels.  ”* 

If  a  gasoline  tax  law  is  to  be  enacted  in  this  state  it  is  our  recom¬ 
mendation  that  a  provision  similar  to  the  Maine  law  be  inserted  to 
guard  against  large  scale  evasions. 

What  the  Motorist  Pays  in  New  York  and  Neighboring  States 

In  New  York  State  the  motor  vehicle  pays  a  single  license  fee 
to  the  state.  This  is  the  only  payment  required.  It  is  in  lieu  of 
all  other  state  and  local  licenses,  fees,  and  taxes.  In  no  other  state 
is  this  the  case.  In  addition  to  the  license  tax  there  are  in  most 
cases  gasoline  taxes,  or  personal  property  taxes,  or  both.  The  net 
result  is  that  the  motorist  in  other  states  pays  two  or  three  kinds 
of  motor  vehicle  taxes  while  the  New  Yorker  pays  but  one. 


TABLE  IV 

Total  Estimated  Average  Revenues  Per  Registered  Motor  Vehicles  from 
all  Fees,  Licenses,  Permits,  and  Taxes  in  1924 


Average 

fees 

Personal 
property 
tax  1 

Gasoline 

tax 

Total 

Connecticut . 

$23 . 34 

$10  32 

$4  94 

$38  60 

Vermont . 

21  63 

X 

3  77 

25  40 

N ew  Hampshire . 

21  46 

2 

8  29 

29  75 

New  Jersey . 

18  40 

22  00 

4 

40  40 

Pennsylvania . 

17  99 

2 

7  40 

25  39 

Delaware . 

17  20 

2 

8  66 

25  86 

New  York .  . . 

17  05 

2 

4 

17  05 

Rhode  Island . 

17  00 

7  60 

5 

24  60 

Maine . 

15  20 

14  00 

4  11 

33  31 

Massachusetts . 

14  23 

11  00 

4 

25  23 

Maryland . 

11  76 

9  48 

8  01 

29  25 

Ohio . 

9  41 

8  64 

6 

18  05 

1  Based  on  average  tax  rates  for  all  purposes  as  reported  by  Bureau  of  Census  for  1922,  except 
in  case  of  New  Jersey  where  average  tax  rate  reported  by  state  board  of  taxes  and  assessment 
for  1924  was  used;  and  on  reported  average  assessed  value  per  motor  vehicle  in  Connecticut  for 
1923,  on  estimated  average  assessment  per  vehicle  of  $500  in  New  Jersey  and  of  $400  in  Maine, 
Maryland,  Massachusetts,  Ohio  and  Rhode  Island. 

2  No  personal  property  tax  on  motor  vehicles. 

3  Gasoline  taxes  per  vehicle  based  on  total  gross  receipts  for  1924  divided  by  total  motor  vehicle 
registration. 

4  No  gasoline  tax. 

1  No  gasoline  tax  in  1924.  One  cent  tax  became  effective  in  1925. 

8  No  gasoline  tax  in  1924.  Two  cent  tax  became  effective  in  1925. 

In  Table  IY  the  average  fees  per  motor  vehicle  in  New  York 
State  are  compared  with  the  fees  collected  by  eleven  neighboring 


*  Maine  Laws  1923,  Chap.  224,  Sec.  7. 
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states.  In  this  same  table  are  shown  the  supplementary  taxes  paid 
in  the  various  states  on  account  of  property  taxes  and  gasoline 
taxes.  From  this  table  it  is  evident  that  the  motor  vehicle  in  New 
York  State  is  paying  less  in  taxes  than  the  motor  vehicle  in  any  of 
the  neighboring  states. 

Estimate  of  Gasoline  Tax  Yield  in  New  York  State 

It  is  somewhat  difficult  to  make  an  estimate  of  the  yield  of  a 
gasoline  fax  in  New  York  State.  On  the  basis  of  considerable 
analysis,  however,  we  believe  a  fair  estimate  is  $7,200,000,  for  a 
tax  of  one  cent  per  gallon,  assuming  that  gasoline  not  used  on  the 
highways  will  be  exempted.  This  estimate  is  for  1926-1927  and 
assumes  a  registration  of  1,800,000  motor  vehicles  and  a  consump¬ 
tion  of  400  gallons  per  vehicle.  This  is  slightly  lower  than  Con¬ 
necticut  where  snow  removal  is  highly  developed. 


RECOMMENDATIONS 

1.  The  Committee  recommends  that  a  tax  on  gasoline  be  im¬ 
posed. 

2.  That  such  tax  be  at  a  rate  not  to  exceed  two  cents  a  gallon. 

3.  That  gasoline  used  for  other  than  motor  vehicle  propulsion 
purposes  be  exempted  from  the  tax,  or  the  tax,  if  paid  be  refunded 
to  such  users. 

4.  That  a  portion  of  the  revenue  derived  from  the  gasoline  tax 
be  distributed  to  the  respective  cities,  towns  and  villages  of  the 
State. 
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LETTER  OF  TRANSMITTAL 


March  1,  1926. 

To  the  Senate  and  Assembly  of  the  State  of  New  York: 

For  the  past  seven  years  this  committee  and  the  state  tax  de¬ 
partment  have  cooperated  in  shouldering  the  burden  of  making 
investigations  and  drawing  plans  for  the  development  of  the  state 
tax  system.  During  this  period  very  real  progress  has  been  made. 
From  the  standpoint  of  revenue  production,  the  state  has  never 
been  in  a  more  favorable  position  in  spite  of  the  large  increase 
in  costs  during  recent  years  arising  from  the  depreciation  of  the 
dollar  and  from  the  growing  policy  of  state  aid.  From  the  stand¬ 
point  of  fairness,  we  believe  considerable  advance  has  likewise 
been  made  though  we  are  keenly  aware  that  much  remains  to  be 
done. 

The  program  of  tax  reform  must  always  take  future  probable 
revenue  needs  into  consideration.  It  is  for  this  reason  that  your 
committee  has  undertaken  the  study  of  the  history  of  the  state 
debt  presented  herewith.  One  of  the  large  and  determinable 
needs  of  the  state  during  the  coming  decade  will  be  on  account  of 
the  state  debt.  An  understanding  of  the  past,  present,  and  future 
of  the  debt  is  therefore  essential  in  the  sound  development  of  the 
tax  system  of  the  state. 

The  committee  is  indebted  to  Wylie  Kilpatrick  and  Luther 
Gulick  of  the  National  Institute  of  Public  Administration,  who 
have  served  as  our  research  staff  in  this  undertaking.  T.  David 
Zukerman  has  made  important  contributions.  We  wish  to  ex¬ 
press  our  appreciation  also  of  the  continued  cooperation  of  the 
office  of  the  comptroller  in  all  our  work. 

(Signed) 

Seabury  C.  Mastick, 

Chairman. 

Ernest  E.  Cole, 

Perley  A.  Pitcher, 

Thomas  I.  Sheridan, 

F.  Trubee  Davison, 

V  ice-Chairman, 
Charles  A.  Freiberg, 
Walter  L.  Pratt, 

John  H.  Conroy. 
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FOREWORD 


The  purpose  of  this  report  is  to  bring  together  a  complete 
history  of  the  debt  of  the  state  of  New  York  up  to  December  31, 
1925,  and  to  present  an  estimate  of  debt  burdens  from  that  date 
on.  With  the  year  1926  we  are  beginning  a  new  period  of  rapid 
debt  expansion.  At  a  time  when  Federal  war  debts  are  being 
reduced,  the  debt  of  New  York  State  for  internal  improvements 
is  beginning  to  grow  at  a  rapid  rate.  And  while  this  report  does 
not  deal  with  municipal  indebtedness,  it  is  evident  that  the  debts 
of  the  cities  and  the  counties  of  the  state  are  on  the  same  upward 
swing.  Though  history  does  not  repeat  itself  in  precisely  similar 
ways,  it  is  our  belief  that  a  clear,  broad  view  of  the  history  of 
the  state  debt  together  with  an  estimate  of  future  burdens  is 
required  at  the  present  time  as  a  guide  in  the  development  of 
public  policy. 

In  view  of  the  fact  that  this  is  a  history,  the  report  is  arranged 
in  chronological  order.  The  story  of  events  begins  with  the 
Revolutionary  War,  and  ends  with  the  bond  referenda  of  1925. 
It  embraces  the  record  of  state  financing  through  five  wars  and 
three  great  periods  of  price  inflation.  It  traces  the  fiscal  effects 
of  the  early  canal  financing  and  of  the  recent  barge  canal  project ; 
and  shows  the  results  of  the  rising  and  falling  waves  of  public 
enthusiasm  for  highways,  for  state  institutions,  for  parks,  and 
for  other  major  improvements.  It  is  a  story  which  is  intimately 
bound  up  with  the  economic  and  political  history  of  the  state. 
It  reflects  the  coming  of  the  railroads,  the  development  of  indus¬ 
try,  the  changing  fortunes  of  agriculture,  the  growth  of  cities,  the 
invention  of  the  automobile,  the  rise  of  investment  funds,  and 
the  readjustments  of  the  tax  system  of  the  state.  In  that  part  of 
our  study  which  deals  with  the  future,  we  have  endeavored  to 
present  a  conservative  estimate  of  the  appropriations  which  will 
be  required  year  by  year  to  pay  the  interest  and  principal  on 
account  of  debts  already  contracted  and  on  account  of  those  debts 
which  will  be  contracted  by  the  state  in  accordance  with  the 
bond  amendments  endorsed  by  the  voters  in  1925.  This  future 
debt  burden  is  destined  to  play  a  more  and  more  important  part 
in  the  budget  of  the  state.  In  looking  into  the  future  to  plan 
for  the  improvement  of  our  system  of  state  taxation,  this  rapidly 
growing  annual  charge  for  debt  service  is  one  of  the  few  certain 
factors  which  confront  us.  It  is  for  this  reason  that  your  com¬ 
mittee  wishes  to  present  this  story  of  the  debt  of  the  state  of 
New  York. 
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CHAPTER  I 


THE  EARLY  DEBTS  AND  THE  CONSTITUTIONAL 

RESTRICTIONS  OF  1846 

The  early  history  of  the  debt  of  the  state  of  New  York  is  a 
story  of  ‘‘high  finance.”  The  state  Revolutionary  War  debt  was 
easily  disposed  of  as  it  was  taken  over  by  the  federal  govern¬ 
ment  in  1790.  The  colonial  debt  to  the  Continental  Congress  was 
even  more  simply  liquidated ;  after  the  indirect  payment  of  about 
ten-cents-on-the-dollar,  the  balance  was  virtually  repudiated.  The 
real  debt  of  the  state  therefore  begins  in  1797  with  the  credit 
operations  of  the  general  fund  and  with  the  construction  of  the 
Erie  Canal  starting  in  1817.  While  credit  was  also  extended 
by  the  state  to  private  banks,  individuals,  and  corporations  before 
1825,  no  serious  difficulties  developed  until  after  1825  when  the 
railroad  era  set  in.  The  real  “high  finance”  begins  with  this 
period.  More  canals,  the  rise  of  borrowings,  the  exhaustion  of 
the  general  fund,  the  refusal  to  levy  taxes,  the  collapse  of  banks 
and  railroads  owing  loan?  to  the  state,  the  lack  of  funds  to  meet 
the  interest  on  the  public  debt,  and  finally,  the  disastrous  decline 
of  state  credit  are  the  incidents  in  this  story.  It  culminated  in 
a  drastic  change  of  policy  and  the  constitutional  convention  of 
1846  which  definitely  limited  the  borrowing  powers  of  the  state. 

It  is  the  purpose  of  this  chapter  to  relate  in  greater  detail  the 
story  of  the  state  debt  during  this  period,  from  the  Revolutionary 
War  to  the  change  of  policy  brought  about  by  the  constitutional 
convention  of  1846.  The  chapter  is  divided  into  the  following 
sections,  which  are  presented  in  turn : 

The  Revolutionary  War  Debts. 

Credit  Operations  of  the  General  Fund,  1797-1826. 

Construction  of  the  Erie  Canal,  1817-1825. 

State  Aid  to  Private  Enterprise,  1826-1846. 

Administration  of  General  Fund,  1826-1846. 

Enlargement  of  the  Erie  Canal  System,  1825-1846. 

The  Constitutional  Convention  of  1846. 

THE  REVOLUTIONARY  WAR  DEBTS 

The  first  major  debt  of  New  York  State  was  contracted  during 
the  Revolutionary  War.  New  York  in  common  with  the  other 
colonies  in  the  struggle  for  independence  from  England  issued 
certificates  of  indebtedness  to  pay  the  state  militia  and  equip  it 
for  service.  The  resources  of  the  colonies  were  meager  and  the 
machinery  of  taxation  was  entirely  undeveloped,  and  while  bor¬ 
rowing  in  amounts  large  for  the  period  was  unavoidable,  it  placed 
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the  individual  colonies  in  exceedingly  difficult  circumstances.  The 
war  indebtedness  of  New  York  as  computed  in  1790  by  Alexander 
Hamilton,  Secretary  of  the  Treasury,  was  $1,167,575.25.  As  the 
population  was  340,000,  the  per  capita  indebtedness  was  $35, 
roughly  30  per  cent  higher  than  the  present  per  capita  state  debt. 
This  sum  never  became  a  real  burden  on  the  state,  however,  as  it 
was  assumed  by  the  new  federal  government  and  later  became 
instead  a  state  credit  and  source  of  revenue,  and  was  used  by  the 
state  to  meet  current  expenses  or  relieve  debt  incurred  after  the 
formation  of  the  Union.  The  events  which  led  to  this  are  traced 
below. 

Assumption  of  State  Debts  by  the  Nation 

An  agitation  for  the  assumption  of  state  debts  incurred  in  fur¬ 
thering  the  war  for  independence  commenced  almost  with  the 
organization  of  the  federal  government  in  1789,  if  in  discussion 
it  did  not  actually  precede  the  adoption  of  the  Constitution.  The 
justness  of  the  claim  for  assumption  was  apparent,  for  the  obliga¬ 
tions  had  been  assumed  by  the  states  in  a  struggle  common  to  all 
and  for  an  object  essentially  national.  Alexander  Hamilton  as 
Secretary  of  the  Treasury  took  the  initiative  in  these  recommenda¬ 
tions  for  a  sound  fiscal  policy.  In  a  letter  to  Washington  he  speci¬ 
fied  the  reasons  for  assumption :  ‘  ‘  The  particular  inducements  to 
an  assumption  of  the  state  debts  were  (1)  to  consolidate  the 
finances  of  the  country  and  give  an  assurance  of  permanent  order 
in  them ;  avoiding  the  collision  of  thirteen  different  and  independ¬ 
ent  systems  of  finance  under  concurrent  and  coequal  authorities 
and  the  scramblings  of  revenue  which  would  have  been  incident  to 
so  many  different  systems;  (2)  to  secure  the  government  of  the 
Union  by  avoiding  those  entanglements,  an  effectual  command  of 
the  resources  of  the  Union  for  present  and  future  exigencies;  (3) 
to  equalize  the  condition  of  the  citizens  of  the  several  states  in  the 
important  article  of  taxation;  rescuing  a  part  of  them  from  being 
oppressed  with  bonding  beyond  their  strength,  on  account  of  extra¬ 
ordinary  exertions  in  the  war  and  through  the  want  of  certain 
advantageous  resources  which  it  was  the  good  fortune  of  others  to 
possess. # 

The  movement  for  assumption,  led  by  Hamilton,  was  backed 
strongly  by  all  those  anxious  to  knit  together  the  then  loosely 
organized  Union.  It  became  involved  in  Congress  in  certain  cross 
currents  of  the  manoeuvers  of  the  Federalist  and  Republican 
parties  but  Hamilton  secured  the  passage  of  his  fiscal  bills  with 
the  help  of  Thomas  Jefferson  and  the  promise  that  the  permanent 
capital  of  the  country,  the  city  of  Washington,  would  be  located 
in  a  district  carved  out  of  Maryland  and  Virginia.  On  August  4, 
1790,  the  President  approved  the  act  passed  by  Congress  authoriz¬ 
ing  the  assumption  of  state  debts  by  the  federal  government. 


*  History  of  the  National  Loans,  U.  S.  Census  1882,  by  R.  A,  Bayley,  p.  34. 


Taxation  and  Retrenchment 


15 


A  national  loan  of  $21,500,000  was  authorized  by  the  empower¬ 
ing  act,  to  be  subscribed  by  holders  of  certificates  of  debt  incurred 
by  the  states  prior  to  January  1,  1790,  for  the  expenses  of  the 
war.*  In  New  York  the  state  government  acted  as  the  intermediary 
between  the  federal  government  and  the  state  creditors.  The  state 
treasurer  was  directed  by  the  legislature  of  1791  to  subscribe  to 
the  national  loan  all  the  continental  paper  in  the  state  treasury. 
Consequently,  New  York  State  alone  subscribed  $1,183,717  of  the 
national  loan,  though  the  quota  for  all  investors  in  the  state  was 
but  $1,200,000. 

The  stock  of  the  federal  state  debts  under  the  federal  loan  was 
issued  in  certificates  of  three  forms :  One  bearing  interest  begin¬ 
ning  at  once  at  6  per  cent  for  four-ninths  of  the  sum  subscribed,  a 
second  bearing  interest  at  6  per  cent  after  1800,  for  two-ninths 
of  the  sum  subscribed,  and  the  third  bearing  interest  at  3  per  cent 
for  the  rest  of  the  subscription.  New  York  funded  its  loans  in  6 
and  3  per  cent  federal  stock,  the  state  exchanging  some  of  its  6  per 
cent  stock  to  carry  through  the  plan.  The  6  per  cent  stock  to 
which  the  state  had  subscribed  was  sold  to  the  Bank  of  New  York 
in  1797  for  $1,366,150,  the  final  payment  on  the  purchase  being 
made  by  the  bank  in  1825.  The  last  of  the  3  per  cent  stock  was 
disposed  of  in  1818. 

Non-Settlement  of  Claims  Between  States  and  Congress 

Congress  by  an  act  in  1799  attempted  to  adjust  the  accounts 
between  the  various  states  and  the  Continental  Congress.  Federal 
commissioners  had  previously  examined  the  accounts  and  found 
that  seven  states  had  credit  balances  to  which  they  were  entitled 
when  the  domestic  debt  was  funded.  Of  the  six  debtor  states  owing 
$3,517,584  on  January  1,  1790,  New  York  was  indebted  to  the 
largest  amount,  $2,074,846.  This  sum  by  the  accumulation  of 
interest  had  grown  to  $2,655,802  in  1797. 

New  York  under  the  adjustment  act  of  1799  was  given  the  right 
to  liquidate  her  obligations  by  expending  an  amount  in  erecting 
fortifications,  equal  to  her  debt  assumed  nine  years  before  by  the 
federal  government,  or  by  promising  to  pay  a  like  amount  within 
five  years.  As  the  difference  between  the  New  York  debt  and  the 
amount  assumed  by  the  nation  in  1790  was  $891,129,  the  act  in 
itself  released  the  state  of  an  appreciable  share  of  her  obligation. 
The  state  chose  the  method  of  expending  money  on  fortifications 
and  the  federal  committee,  reporting  to  Congress  in  1801,  stated 
that  New  York  had  spent  $222,810  for  that  purpose.  This  was  all 
of  this  debt  to  the  federal  government  ever  paid  by  the  state. 

The  operation  of  the  federal  act  caused  wide  discontent,  par¬ 
ticularly  since  New  York  had  been  freed  from  a  portion  of  its 
obligation.  Other  states  also  were  tardy  in  making  their  payments. 
The  federal  committee  advised  against  the  coercive  enforcement  of 

*  History  of  the  National  Loans,  U.  S.  Census  1882,  by  R.  A.  Bayley,  pp. 
32-34. 
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the  claims  and  recommended  the  release  of  all  the  balances  due 
from  the  debtor  states.  Federal  action  thereupon  ceased  and  the 
claims  lapsed.  An  act  prohibiting  additional  expenditures  under 
the  adjusting  act  was  passed  by  the  New  York  legislature  in  1802. 
The  $1,852,036  balance  claimed  from  New  York  by  the  United 
States  government  was  included  in  the  accounts  of  the  New  York 
State  debt  until  1815 ;  in  that  year  it  was  wiped  off  the  books. 

Effect  of  War  Debts 

The  federal  assumption  of  debts  in  1790  had  a  not  unimportant 
effect  upon  the  course  of  state  borrowing  in  the  following  half 
century.  Though  assumption  was  justified  on  grounds  of  national 
expediency  and  the  national  purpose  for  which  the  debts  were 
created,  the  effect  was  to  relieve  the  states  of  the  necessity  of  work¬ 
ing  out  a  plan  for  debt  redemption.  Failure  to  experience  the  in¬ 
evitable  difficulty  of  retiring  debt  undoubtedly  made  the  states 
hasty  in  embarking  upon  improvement  programs  entailing  the 
extensive  use  of  credit.  When  a  number  of  states  faced  financial 
bankruptcy  in  1842,  appeal  was  made  to  the  precedent  of  federal 
assumption  in  1790.  The  precedent,  however,  was  not  repeated. 

CREDIT  OPERATIONS  OF  THE  GENERAL  FUND,  1797-1826 
The  General  Fund 

The  financial  prospect  of  New  York,  not  long  after  the  organiza¬ 
tion  of  the  Union,  was  distinctly  encouraging  and  in  marked  con¬ 
trast  to  her  condition  the  previous  decade,  when  the  state  was 
burdened  with  Revolutionary  War  debts  and  was  resorting  fre¬ 
quently  to  the  issuance  of  paper  currency  to  pay  bills.  This 
fortunate  position  was  due  primarily  to  the  resources  of  the  gen¬ 
eral  fund.  Until  1835  the  state  government  conducted  its  normal 
financial  operations  through  a  general  fund  with  especially  desig¬ 
nated  resources  and  revenues  intended  for  specified  purposes  of 
expenditure.  The  securities  which  the  state  received  as  a  result 
of  the  federal  act  funding  state  debts  belonged  to  this  fund  as 
long  as  they  were  state  properties.  All  state  lands,  with  the  ex¬ 
ception  of  those  reserved  for  international  purposes,  were  capital 
assets  of  the  fund.  The  receipts  from  land  sales  were  therefore 
used  for  current  expenses  as  well  as  for  reinvestment.  All  the 
ordinary  taxes  and  revenues  of  the  state  accrued  to  this  general 
fund  except  when  diverted  to  a  particular  project  as  in  the  case  of 
the  salt  and  auction  taxes  which  went  to  the  canal  fund.  Here, 
then,  was  a  continuing  fund  with  capital  assets  totaling  $4,396,944 
in  1814.  If  this  had  been  kept  intact  it  would  have  provided  the 
state  monies  for  emergencies,  or,  if  properly  managed,  would 
have  earned  an  income  available  for  cumulative  growth  or  use  for 
current  expenses. 
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The  State  as  a  Creditor 

Following  the  assumption  by  the  new,  federal  government  of 
the  state’s  war  debts  in  1790,  the  state  government  became  a  lender 
rather  than  a  borrower.  The  dominating  economic  need  of  the 
people  of  the  state  was  capital.  Capital  was  necessary  to  open 
up  the  interior  of  the  state  and  to  develop  industries  which  had 
but  a  precarious  life.  Ait  the  time  there  were  no  great  money 
lending  centers  in  the  United  States  and  little  accumulated  capital. 
The  state  government  therefore  sought  to  supply  this  need  not 
merely  by  encouraging  and  regulating  banks  but  by  entering  the 
field  of  private  credit  operations  and  directly  lending  money  to 
individuals,  corporations  and  local  governing  districts.  To  county 
governments,  loans  were  extended  from  1786,  when  paper  scrip 
was  issued,  to  1808.  The  loans  were  made  in  the  main  from  the 
general  fund  and  were  designated  particularly  to  aid  in  the  de¬ 
velopment  of  the  interior  counties,  which  could  look  only  to  the 
state  or  to  the  limited  resources  of  southern  New  York  for  capital. 
In  1792  a  half  million  dollars  of  state  loans  to  counties  were  out¬ 
standing,  a  figure  which  approximated  the  credit  due  the  state 
by  these  subdivisions  for  the  succeeding  twenty  years. 

State  Aid  to  Individuals  and  Corporations 

In  1790  the  legislature  incorporated  the  New  York  Manufactur¬ 
ing  Society  “for  the  employment  of  the  honest  poor,”  and  the 
state  treasurer  was  authorized  to  invest  public  funds  in  a  hundred 
shares  of  its  stock.  The  policy  of  investing  in  the  stock  of  manu¬ 
facturing  concerns  was  continued  intermittently  during  the  period. 
In  fact,  the  first  time  the  state  borrowed  a  sum  of  any  size — 
$450,000 — for  the  general  fund  was  in  1808,  for  the  purpose  of 
reloaning  that  amount  to  new  manufacturers. 

The  policy  of  aiding  banks  was  begun  in  1797,  when  the  state 
subscribed  to  fifty  shares  of  stock  of  the  Bank  of  Albany,  and  the 
practice  was  followed  consistently  until  1818.  Investment  in  bank 
stock  proved  to  be  the  wisest  use  that  was  made  of  the  assets  of 
the  general  fund  in  extending  state  credit  to  private  concerns. 
Though  a  number  of  the  banks  in  which  state  funds  were  invested 
failed  without  repayment  of  the  loans,  the  general  fund  received 
an  appreciable  income  from  its  investments  in  bank  stock. 

Loans  to  individuals  proved  to  be  the  least  secure  investment 
of  the  fund  assets.  Though  the  acts  of  1803  and  1805  were  in¬ 
tended  to  safeguard  the  state’s  interest,  enforcement  of  the  state 
lien  against  farmers  or  business  men  was  often  financially  im¬ 
possible  and  frequently  politically  inexpedient.  These  acts  limited 
the  loan  in  time  to  a  two-year  period  and  in  amount  to  a  maxi¬ 
mum  of  $4,000,  with  security  in  the  form  of  bond  and  mortgage 
on  land  or  buildings  worth  twice  the  amount  of  the  loan.  But  even 
these  conservative  provisions  were  unsatisfactory.  The  report  of 
an  assembly  committee  investigating  state  loans  in  1810  shows  this. 
Of  the  loans  made  in  1803,  only  four  borrowers  had  repaid  in 
seven  years,  and  $34,000  was  still  due  the  state;  and  of  the  loans 
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made  in  1805,  amounting  to  $76,100,  but  $1,300  bad  been  repaid 
in  five  years.* 

The  extension  of  state  aid  to  institutions  of  a  semi-public  nature, 
either  from  current  revenues  in  the  general  fund  or  by  borrowing 
to  secure  the  funds,  was  an  accepted  practice.  It  was,  in  fact,  con¬ 
tinued  for  over  half  a  century  without  protest.  Martin  Van  Buren, 
in  discussing  state  aid,  expressed  the  sentiment  of  the  period  when 
he  said,  ‘  ‘  There  cannot,  I  think,  be  any  serious  diversity  of  opinion 
among  us.  It  will  doubtless  be  attentively  considered  how  the 
public  burdens  arising  from  the  construction  of  works  of  this  char¬ 
acter  may  be  relieved  and  the  efforts  of  the  state  judiciously  aided 
by  the  encouragement  of  individual  associations  for  the  same  pur¬ 
pose.  ’ 7  While  the  revenues  of  the  general  fund  were  drawn  on  for 
grants  to  charitable  or  educational  institutions,  that  fund  did  not 
always  possess  liquid  resources  and  so  the  state  resorted  to  borrow¬ 
ing  even  for  such  purposes.  Union  College  was  a  frequent  bene¬ 
ficiary  of  such  operations.  The  state  borrowed  in  order  to  extend 
grants  to  the  college  in  1802,  1806,  and  1810. 

General  Fund  Debt 

Though  the  state  was  an  important  lender  during  the  years  from 
1789  to  1825,  it  was  also  a  heavy  borrower.  Beginning  with  an 
initial  loan  of  $73,000  in  1797,  the  state  borrowed  for  the  general 
fund  every  year  until  1820  except  for  1801  and  1817.  The  total 
loans  aggregated  $5,378,917.79  for  the  period  and  were  not  far 
below  the  amount  borrowed  for  the  construction  of  the  Erie  canal. 
For  many  years  the  amount  borrowed  formed  a  material  portion  of 
the  state’s  receipts. 

The  readiness  of  the  state  to  borrow  to  reloan  to  individuals  or 
corporations  has  been  indicated.  When  the  assets  of  the  general 
fund  were  tied  up  in  investments  or  were  inadequate,  the  state  did 
not  hesitate  to  borrow  to  satisfy  the  insistent  demand  for  capital 
to  finance  private  undertakings. 

Revenue  Shortage 

This  condition  was  aggravated  by  the  frequent  failure  of 
revenues  to  equal  current  expenditures.  The  legislature  having 
passed  the  appropriation  bills  made  little  effort  to  fix  the  revenue 
schedules  so  as  to  secure  an  adequate  income.  Though  for  the  first 

*  The  extent  of  these  operations  may  be  judged  by  the  investments  of  the 
general  fund  in  1810  (excluding  investments  resulting  from  the  funding  act 
of  1790),  the  table  being  taken  from  “The  Financial  History  of  New  York 


State”  by  Don  C.  Sowers,  page  261. 

1  Bank  Stock  .  $268,800 

2  Loans  to  Counties .  1,027,032 

3  Loans  to  Individuals .  26,391 

4  Mortgages  on  Land .  690,627 

5  Bonds  Sold  .  135,205 

6  Shares  Western  Inland  Lake  Navigation  Company .  92,000 


Total  .  $2,240,055 
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few  years  the  treasury  showed  a  surplus,  the  deficit  of  1797  led  the 
state  comptroller  to  borrow  for  current  expenses  and  so  to  incur 
the  first  state  debt  of  New  York  after  the  formation  of  the  Union. 
Recurring  deficits  resulted  in  additional  loans  for  the  same  pur¬ 
pose.  As  a  result  of  borrowing  to  balance  expenditures  and  to 
supply  private  loans,  the  general  fund  debt  rose  to  $3,103,685 
in  1815. 

Retirement  of  General  Fund  Debt 

The  treasury  statements  show  a  consistent  annual  payment  of 
principal  and  interest.  This  policy  was  so  well  adhered  to  that  at 
the  end  of  the  first  decade  of  borrowing  in  1807,  anly  $80,000  of 
the  state  debt  was  outstanding.  But  in  1808  over  $600,000  was 
borrowed  to  reloan  to  manufacturers  and  counties,  and  from  then 
on  the  debt  steadily  mounted  to  over  three  million  dollars  in  1815. 
The  size  of  the  debt  resulted  in  a  legislative  reconsideration  of  the 
financial  situation.  Annual  expenditures  for  interest  had  run  from 
$3,125  in  1798  to  $166,143.11  for  1815,  with  the  prospect  of  a  two 
hundred  thousand  dollar  payment  the  following  year.  Moreover, 
a  direct  tax  of  $731,240.76  was  due  the  federal  government  and 
plans  for  financing  the  Erie  canal  involved  transferring  the  salt 
and  auction  taxes  from  the  general  fund  to  the  canal  fund.  A 
duty  was  therefore  levied  for  the  federal  tax  and  in  1816  a  further 
direct  tax  was  imposed  and  continued  until  1826  for  the  benefit 
of  the  general  fund.  The  levy  of  two  mills  per  dollar  of  real  and 
personal  property  was  maintained  until  1818  when  it  was  reduced 
to  one  mill  and  again  to  a  half  mill  in  1824.  The  added  income 
enabled  the  state  to  reduce  the  debt  more  rapidly  and  to  avoid 
the  recurring  current  deficits.  In  1825  the  last  obligation  of  the 
general  fund  was  paid  and  the  state  ended  the  period  without  any 
debt  except  that  incurred  for  the  construction  of  the  Erie  canal 
discussed  in  the  following  section. 

CONSTRUCTION  OF  THE  ERIE  CANAL,  1817-1825 
Early  Efforts  for  Canal  Building 

The  connection  of  Lake  Erie  and  the  Hudson  river  by  an  inland 
canal  was  an  attractive  proposal  to  the  state  of  New  York  for  a 
half  century  before  the  initial  steps  of  construction  were  begun 
in  1817.  In  fact,  Sir  Henry  Moore,  the  colonial  governor  in  1768, 
recommended  that  the  Mohawk  river  be  improved.  But  the  general 
assembly  of  that  year  took  no  affirmative  action  and  the  matter 
remained  in  the  realm  of  discussion  for  a  generation.  In  1784  the 
assembly  actually  passed  a  resolution  declaring  it  inexpedient  for 
the  state  to  build  a  canal  at  public  expense. 

Then  came  Governor  George  Clinton.  In  1791  he  urged  force¬ 
fully  the  necessity  of  improving  natural  water  channels.  The 
result  of  this  was  the  incorporation  during  the  succeeding  year  of 
the  Western  Inland  Lake  Navigation  Company  which  planned 
to  open  navigation  from  the  Ontario  and  Seneca  lakes  to  the  Hud- 
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son.  Financial  aid  by  the  state  for  the  project  was  granted  in 
1795,  and  the  state  treasurer  was  instructed  to  subscribe  for  200 
shares  of  stock  of  the  Western  Company  at  twenty  pounds  a 
share.  The  following  year  the  same  company  was  loaned  £15,000 
by  the  state  on  a  mortgage  security,  the  company  opening  a  canal 
from  Schenectady  to  Seneca  Falls  for  boats  of  sixteen  tons 
burden.  After  this  modest  but  important  beginning  active  canal 
construction  then  ceased  for  over  two  decades. 

Although  Gouverneur  Morris  in  1803  urged  the  feasibility  of  tap¬ 
ping  Lake  Erie  and  leading  its  waters  across  country  to  the  Hudson 
River,  no  specific  measures  were  adopted  by  the  state  until  1810, 
when  a  joint  legislative  resolution  was  passed  appointing  a  state 
commission  to  examine  the  inland  waters.  Those  named  were 
Gouverneur  Morris,  Stephen  VanRensselaer,  William  North,  De- 
Witt  Clinton,  Thomas  Eddy,  P.  B.  Porter,  and  Simeon  DeWitt. 
They  were  among  the  most  influential  state  leaders  and  their  ap¬ 
pointment  indicates  that  the  project  was  passing  the  stage  of 
speculative  discussion.  They  were  authorized  to  borrow  $5,000,- 
000  for  canal  work  in  1812  but  this  was  repealed  two  years  later 
before  work  was  begun. 

State  Construction  of  Erie  Canal 

DeWitt  Clinton,  a  pronounced  advocate  of  the  state  building  of 
canals,  was  elected  governor  in  1816.  His  election  provided  the 
needed  leadership  to  start  construction.  Five  commissioners  were 
appointed  the  same  year  to  draft  a  plan  to  provide  for  canal  com¬ 
munication  between  the  Hudson  and  Lake  Erie.  The  adoption  by 
the  legislature  on  April  17,  1817,  of  the  empowering  act  providing 
for  the  canal  building  was  inevitable  in  view  of  previous  experi¬ 
ences  with  attempted  building  and  the  temper  of  people  of  the 
state.  Construction  by  private  capital  was  not  feasible.  Previous 
private  attempts  had  been  abortive.  In  fact,  private  credit  in  the 
United  States  had  not  grown  before  1817  to  an  extent  sufficient 
to  underwrite  large  undertakings  of  internal  improvement. 

The  motives  which  secured  the  legislative  action  of  1817  were 
clear.  The  immediate  need  of  the  state  was  for  transportation 
facilities  in  order  to  build  up  the  interior  section  of  the  state  and 
to  make  New  York  City  the  natural  gateway  for  traffic  which  at 
that  time  was  flowing  through  other  ports.  The  main  deterrent 
to  the  undertaking,  the  cost  of  construction,  was  greatly  minimized 
by  financial  conceptions  of  the  day.  The  canal,  it  was  thought, 
would  not  only  pay  its  way  by  receipts  sufficient  to  redeem  the 
construction  debt,  but  it  was  confidently  believed  that  the  water¬ 
way  would  be  a  source  of  state  income.  Governor  Clinton  in  1819 
asserted  that  “a  small  transit  duty  will  consequently  produce  an 
immense  income  applicable  to  the  speedy  extinguishment  of  the 
debt  contracted  for  the  canals  and  to  the  prosecution  of  other  im¬ 
portant  improvements.  In  these  works,  then,  we  behold  the  opera¬ 
tion  of  a  powerful  engine  of  finance  and  of  a  profitable  source  of 
revenue.”  No  objection  was  seriously  raised  that  the  state  was 
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going  outside  its  natural  functions  in  canal  building.  The  pro¬ 
vision  of  transportation  facilities  either  through  roads  or  by  canals 
was  regarded  as  a  legitimate  and  necessary  duty  of  government. 
The  federal  government  had  undertaken  the  Cumberland  road. 
The  building  of  the  Erie  canal  was  held  to  be  the  peculiar  duty 
of  a  state  which  could  utilize  the  natural  advantages  of  the  Hudson 
and  Lake  Erie,  and  provide  a  complete  system  of  internal  water¬ 
ways  by  linking  the  two  with  a  canal.  On  June  17,  1817,  the  first 
contract  for  the  Erie  canal  was  let.  Navigation  in  the  middle 
section  was  opened  in  May  1820.  The  formal  opening  of  the  com¬ 
plete  canal  occurred  on  October  26,  1825,  when  a  fleet  entered  the 
canal  at  Buffalo  for  the  first  through  trip  to  New  York  City. 

Plans  for  Financing  the  Canal 

A  canal  fund  was  established  in  1817  to  finance  the  co-st  of  the 
improvement.*  The  character  of  the  fund  reflects  the  financial 
ideas  of  the  canal  builders  and  is  a  key  to  much  of  the  fiscal 
history  of  the  state  for  several  succeeding  decades.  The  fund, 
it  was  planned,  would  be  built  up  from  the  following  revenues : 

1.  Canal  tolls. 

2.  Grants  and  donations  from  individuals,  corporations,  the 
United  States  Government,  or  from  other  states. 

3.  Salt  tax.  (A  tax  of  12%  cents  per  bushel  on  all  salt  manu¬ 
factured  in  Onondaga  county  and  the  western  district.) 

4.  Tax  on  steamboat  passengers.  (A  tax  of  $1.00  for  each 
passenger  carried  in  steamboats  on  the  Hudson  river  for  each 
trip  over  100  miles,  and  half  that  sum  for  any  distance  less  than 
100  and  over  30  miles.) 

5.  Tax  on  auction  sales.  (All  receipts  from  taxes  on  auction 
sales  after  deducting  a  $23,500  annual  appropriation  to  eleemosy¬ 
nary  institutions  and  a  $10,000  yearly  appropriation  for  the 
foreign  poor  of  New  York  City.) 

6.  Net  proceeds  of  the  Western  Inland  Lake  Navigation  com¬ 
pany,  which  the  canal  commissioners  were  authorized  to  acquire. 

7.  Tax  on  real  estate  located  within  25  miles  of  the  canal,  a 
measure  adopted  in  lieu  of  taxation  levied  on  property  located  in 
counties  and  municipalities  to  be  benefited  by  the  canal. 

Operation  of  Canal  Fund  During  Construction  Period 

The  receipts  during  the  period  of  construction  are  in  no  way, 
of  course,  a  criterion  of  the  soundness  of  this  plan.  Nevertheless 
an  income  from  tolls  of  nearly  a  million  dollars  from  1821  to 
1825,  when  only  sections  of  the  canal  were  open  to  traffic,  seemed 
to  presage  an  abundant  revenue  after  the  canal’s  completion. 
Likewise,  the  various  duties  and  taxes  on  auction  sales,  salt  and 
steamboat  tickets  were  not  disappointing  in  their  productiveness. 
From  these  sources,  nearly  two  million  dollars  were  received 
during  the  building  period  when  funds  for  pushing  the  work  to 


*  Laws  of  1817,  Chapter  262. 
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completion  were  sorely  needed.  In  1820  the  steamboat  tax  was 
repealed  and  in  its  place  was  substituted  a  general  tax  of  $5,000 
annually.*  With  one  exception,  donations  and  grants  failed 
utterly  as  a  source  of  revenue.  A  number  of  grants  of  land  of 
varying  value  were  made  to  the  canal  fund  by  individuals  and 
corporations.  For  example,  the  Holland  Land  company  gave 
100,623  acres  in  Cattaraugus  county.  The  hope  that  other  states 
would  aid  in  the  construction,  on  the  ground  that  the  canal  would 
provide  a  waterway  for  their  commerce,  did  not  materialize.  As 
business  rivals  of  New  York  they  were  loath  to  aid  their  com¬ 
petitor.  The  effect  of  the  Erie  project  was  rather  to  stimulate 
neighboring  states  to  undertake  similar  canal  construction  within 
their  own  boundaries.  The  expectation  that  congress  would  aid 
in  financing  the  canal  as  part  of  the  federal  plan  for  internal 
improvements  never  bore  fruit.  And  when  it  was  proposed  in 
1820  to  invoke  the  provision  for  a  tax  on  real  estate  within  25 
miles  of  the  canal,  the  proposal  failed  because  of  the  deep-seated 
prejudice  existing  against  realty  taxation  of  any  kind.  More 
than  two  decades  passed  before  a  direct  tax  was  levied  on  real 
property  for  the  canals,  and  then  it  was  levied  in  another  form 
and  as  part  of  another  project.  Canal  receipts  during  the  period 
of  construction  are  shown  in  Table  No.  1. 

Canal  Borrowings 

It  is  significant  that  the  plan  for  the  canal  fund  did  not  con¬ 
template  borrowing.  During  the  propaganda  period  when  the 
bill  authorizing  the  construction  of  the  Erie  canal  was  being 
pushed  through  the  legislature,  the  emphasis  had  been  laid  upon 
toll  revenue,  and  the  actual  necessity  for  borrowing  was  not 
revealed  in  the  terms  of  the  canal  fund.  The  canal  commission¬ 
ers,  however,  were  faced  with  the  alternative  of  slow  construc¬ 
tion  from  the  proceeds  of  the  miscellaneous  taxes  or  of  borrow¬ 
ing  and  driving  the  work  to  completion  while  the  temper  of  the 
state  strongly  favored  its  construction.  The  option  of  borrow¬ 
ing  was  chosen  at  once.  A  month  before  the  first  spade  was 
turned  for  digging  the  waterway,  the  commissioners  sought  to 
float  a  $200,000  loan  under  an  authorizing  act  of  1817.  Oddly 
enough  this  initial  effort  in  June,  1817,  was  not  successful.  Only 
one  offer  was  received,  the  bidder  being  so  timid  that  he  asked 
for  6  per  cent  stock  at  a  2  per  cent  discount,  irredeemable  for 
twenty  years!  Later  the  loan  was  taken  by  an  Albany  bank  at 
par.f  During  the  period  of  construction,  1817  to  1825,  the  sum 
of  $7,607,793.49  was  borrowed  and  not  one  cent  was  repaid  dur¬ 
ing  this  period. 

The  restrictions  surrounding  the  first  canal  reveal  the  temerity 
with  which  the  state  invoked  its  credit  for  the  Erie  project.  When 
the  1817  act  authorizing  a  loan  was  before  the  assembly,  its  mem- 

*  Laws  of  1820,  Chapter  117. 

t  Report  of  New  York  State  Comptroller,  1836  p  12. 


TABLE  No.  1 

Receipts  of  Canal  Fund  During  Period  of  Building  Erie  Canal,  1817-1825 
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bers  so  shrank  from  using  the  state’s  credit  that  the  bill  passed 
the  assembly  without  any  authority  to  pledge  the  faith  of  the  state 
for  the  repayment  of  the  loan.  Only  when  it  was  urged  upon 
the  senate  that  a  pledge  of  this  nature  was  essential  in  selling  the 
loan  at  a  high  figure  was  a  provision  pledging  the  state  to  redemp¬ 
tion  included  in  the  loan  act.  More  significant  was  the  restric¬ 
tion  contained  in  the  1821  act  which  first  authorized  the  borrow¬ 
ing  of  any  large  sum  ($2,000,000).  The  bill  stated  “that  it  shall 
not  be  lawful  for  the  commissioners  of  the  canal  fund  to  make 
loans  under  this  act  beyond  such  amount  as  for  the  payment  of 
the  interest  thereof,  the  canal  fund  at  the  time  shall  be  deemed 
ample  and  sufficient.”  The  1823  and  1824  acts  repeated  this 
provision. 

The  1821  Constitutional  Requirements  for  Canals 

While  canal  construction  was  under  way,  the  constitutional 
convention  of  1821  met.  By  this  time  the  fiscal  policy  back  of 
the  canal  was  well  established.  It  was  accordingly  virtually 
written  into  the  constitution  by  the  convention.  The  legislative 
restrictions  upon  borrowing,  previously  pointed  out,  were  rein¬ 
forced  by  the  constitutional  mandate  that  the  canal  revenues 
should  be  used  only  for  canal  construction,  for  redemption  of 
the  canal  debt,  and  for  the  payment  of  interest  thereon  until 
the  obligations  had  been  extinguished.  The  legislative  provision 
for  a  canal  fund  was  given  a  constitutional  sanction.  The  con¬ 
vention  specified  that  any  future  manipulation  of  canal  tolls  or 
of  miscellaneous  taxes  should  not  reduce  the  amount  available 
for  canal  construction  or  debt  redemption.  By  section  10  of 
article  7  it  directed  that  “rates  of  toll  not  less  than  those  agreed 
to  by  the  canal  commissioners  and  set  forth  in  their  report  to 
the  legislature  on  the  12th  of  March,  1821,  shall  be  imposed  and 
collected  from  all  parts  of  navigable  communication  *  *  * 

said  tolls  with  duties  on  manufactured  salt  *  *  *  and  the 

duties  on  all  goods  sold  at  auction  (excepting  $33,500)  *  *  * 

and  revenues  from  the  act  of  the  legislature  of  March  30,  1820, 
in  lieu  of  the  tax  on  steamboat  passengers  shall  he  and  remain 
inviolably  appropriated  and  applied  to  the  completion  of  such 
navigable  communications  and  to  the  payment  of  the  interest  and 
reimbursement  of  the  money  already  borrowed  or  which  here¬ 
after  shall  be  borrowed  to  make  and  complete  the  same.”  The 
legislature  was  prohibited  from  selling  or  disposing  of  the  canals 
and  to  prevent  any  interference  with  revenues  intended  for  canal 
purposes,  a  like  prohibition  against  sale  was  inserted  with  respect 
to  the  salt  springs  and  salt  lands. 

The  action  of  the  convention  reflected  also  the  first  protest 
against  the  use  of  public  money  for  private  corporations  or  in¬ 
dividuals.  The  restriction  was  two  fold :  First,  every  bill  appro¬ 
priating  public  money  of  whatever  nature  required  a  two-thirds 
vote ;  secondly,  a  two-thirds  vote  of  the  members  elected  to  each 
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branch,  of  the  legislature  was  required  for  any  bill  appropriating 
money  or  property  for  private  or  local  purposes,  or  for  creating, 
continuing,  altering,  or  renewing  any  corporate  body.*  That 
the  use  of  public  money  to  aid  worthy  individuals,  the  test  of 
worth  remaining  somewhat  dubious,  or  to  stimulate  private  enter¬ 
prise  was  still  held  to  be  legitimate  is  noteworthy.  Its  abuse, 
even  by  1821,  was  notorious.  The  convention  did  not  attempt 
the  drastic  remedy  of  a  prohibitive  denial  of  such  diversion  of 
public  money  to  private  channels,  but  rather  contented  itself 
with  making  the  process  a  little  more  difficult  in  the  hope  that 
its  evils  would  be  ended. 

STATE  AID  TO  PRIVATE  ENTERPRISE,  182G-1846 
State  Loans  and  Investments  in  Railroads 

The  policy  of  making  loans  to  private  individuals  and  corpora¬ 
tions,  or  of  investing  in  their  stock  become  common  throughout 
the  nation  when  railroad  transportation  proved  its  practicability 
and  the  early  construction  of  railroad  lines  began.  The  state’s 
policy  of  stimulating  private  enterprise  then  found  expression  in 
loans  to  railroads.  Interior  sections  of  the  state  which  had  not 
benefited  directly  by  the  canals  were  eager  for  rapid  transportation 
which  would  place  them  on  a  par  with  the  counties  accessible  to 
the  inland  waterways.  The  state,  at  first,  was  regarded  merely 
as  the  agency  through  which  capital  would  be  extended  to  rail¬ 
road  building  companies.  It  was  expected  that  the  railroad  would 
pay  the  annual  interest  and  the  principal  as  it  matured,  under 
the  security  of  at  state  mortgage  on  the  property. 

The  first  loan  of  $500,000  was  made  in  1829  to  the  Delaware  and 
Hudson  Canal  and  Railroad  Company.  Ten  railroad  companies 
were  extended  loans  between  that  date  and  1846  when  constitu¬ 
tional  prohibition  intervened  to  end  the  practice.  All  the  loans 
were  for  less  than  a  million  dollars  except  for  a  three  million  dollar 
loan  to  the  New  York  and  Erie  Railroad  Company.  It  should  be 
noted  also  that  other  corporations  were  aided.  A  total  of  thirty- 
three  companies  received  aid  during  the  period  from  1826  to  1846. 
The  loans  or  grants  to  banks,  bridges  or  manufacturing  concerns, 
however,  did  not  bulk  large  comparatively  and  did  not  exert  such 
influence  upon  state  policy  as  did  the  railroad  loans. 

State  Aid  to  New  York  and  Erie  Railroad 

An  issue  of  $3,000,000  of  state  stock,  for  which  the  faith  and 
credit  of  the  state  was  pledged,  was  authorized  by  the  legislature 
of  1836  to  aid  in  the  construction  of  the  New  York  and  Erie  Rail¬ 
road.  The  stock  was  sold  and  the  building  of  the  road  was  started, 
but  the  $3,000,000  proved  inadequate.  The  incomplete  railroad 
fell  into  default  on  its  interest  payments  and  the  state  demanded 
an  accounting.  In  1842,  Governor  William  H.  Seward  transmitted 


*  Constitution  of  1821,  Art.  VII,  §  9. 
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to  the  legislature  a  letter  from  the  president  of  the  railroad  stat¬ 
ing  that  construction  would  be  stopped  if  further  state  aid  was 
denied.  He  said,  “Laborers  employed  must  be  discharged,  the 
interest  in  the  three  million  state  loan  will  remain  unpaid,  the 
capital  in  the  enterprise  will  be  lost;  the  New  York  and  Erie  Rail¬ 
road  in  its  scarcely  half  completed  condition  will  be  exposed  to 
auction  at  the  suit  of  the  state.”  Governor  Seward  continued, 
“the  responsibility  of  conducting  the  enterprise  to  an  early  con¬ 
summation  rests  not  with  the  company  but  with  the  people. ’  ’  He 
was  emphatic  in  his  recommendation  against  the  repeal  of  statutes 
granting  state  aid  and  urged  its  continuance.  The  legislature  was 
wary  of  extending  additional  loans  and  compromised  by  extending 
by  two  years  the  time  set  for  the  road’s  completion.  As  the  road 
had  failed  to  pay  interest  for  two  years  and  was  to  be  sold  at 
Auction  in  May,  1843,  the  current  legislature  passed  an  act  post¬ 
poning  the  sale  of  the  road  until  1850.  Not  only  was  the  company 
given  seven  additional  years  in  which  to  complete  the  road  but  the 
new  bonds  it  was  planning  to  issue  to  pay  for  construction  were 
made  a  lien  on  the  road  prior  to  the  state  lien  upon  which  the 
$3,000,000  loan  had  been  made.  These  relief  measures,  however, 
failed  and  the  loan  became  an  obligation  of  the  state  which  was 
redeemed  from  the  sinking  fund  of  the  general  fund. 

Other  Failures 

Three  other  railroad  companies  to  whom  state  loans  had  been 
granted  failed  financially  and  the  mortgages  were  inadequate  to 
reimburse  the  state.  The  grand  total  of  railroad  losses  amounted  to 
$3,665,700,  which  the  state  was  obliged  to  assume  and  pay.  Pay¬ 
ments  were  made  in  the  end  by  seven  companies  amounting  in 
value  to  $1,570,000.*  The  net  result  therefore  of  this  period  of 
state  banking  and  railroad  financing  was  inescapably  disastrous. 

*  The  report  of  the  comptroller  for  1867,  page  100,  presents  the  following 
table  of  state  loans  to  transportation  companies  during  the  period,  separated 
as  to  payment  or  non-payment  to  the  state: 


Loans  Repaid  to  the  State 

Delaware  &  Hudson  Company .  $800,000 

Auburn  &  Syracuse  Company .  200,000 

Auburn  &  Rochester .  200,000 

Tioga  Coal  Iron  Company .  70,000 

Tona  wanda  Company  . 100,000 

Long  Island  Company . 100,000 

Schenectady  &  Troy  Company .  100,000 


$1,570,000 


Loans  Unpaid  and  Redeemed  from  State  Treasury 

New  York  &  Erie .  $3,000,000 

Canajoharie  and  Catskill  Company .  200,000 

Ithaca  and  Oswego  . 315,700 

Hudson  and  Berkshire .  150,000 


$3,665,700 
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*  * 

General  Fund  Without  Direct  Tax 

The  payment  of  the  last  of  the  general  fund  debt  in  1825  so 
reassured  the  state  officials  that  the  direct  tax  on  general  property, 
at  that  time  a  half  mill,  was  not  levied  after  the  following  year. 
From  1826  to  1842  no  direct  property  tax  was  imposed  by  the  state 
government.  The  extreme  unpopularity  of  the  property  tax  was 
manifested  by  every  expression  of  state  administration.  In  the 
opinion  of  the  officials  at  Albany,  it  was  better  to  draw  upon  the 
capital  assets  of  the  general  fund  rather  than  risk  political  dis¬ 
favor  by  continuing  the  direct  tax  to  pay  current  expenses.  The 
Erie  canal  had  been  completed  in  1825,  and  the  income  of  the 
canal  fund  from  tolls  was  growing  rapidly.  While  the  constitu¬ 
tional  pledge  of  1821  prevented  the  immediate  use  of  the  canal 
income  for  the  general  fund,  the  optimistic  legislature  of  1827 
believed  that  the  redemption  of  the  canal  debt  was  not  far  distant 
and  that  canal  revenues  would  shortly  bear  a  large  portion  of  the 
running  expenses  of  the  government. 

Immediately  with  the  discontinuance  of  the  direct  tax,  the  de¬ 
ficit  in  the  general  fund  jumped  from  $2,050  in  1826  to  $175,450 
two  years  later.  It  is  plain  that  no  balancing  of  the  budget  was 
attempted.  In  hardly  any  year  in  the  period  ending  in  1846  did 
current  revenue  equal  current  outgo.  For  the  first  part  of  the 
period,  the  capital  of  the  general  fund  was  at  hand  and  into  it  the 
state  officials  dipped  to  meet  expenses  for  which  the  levy  of  prop¬ 
erty  taxes  was  deemed  politically  inexpedient.  A  legislative  act 
of  1832  authorized  the  sale  for  cash  of  stocks,  bonds  and  mort¬ 
gages  belonging  to  the  general  fund  and  the  proceeds  were  used  for 
current  operating  purposes.*  By  1835  the  general  fund  had  been 
completely  exhausted. 

The  trend  in  operating  finance  is  illustrated  by  the  following 
table  revealing  the  current  deficits  in  the  running  expenses  of 
the  state  government  for  the  typical  years  from  1832  to  1838  :f 


Year 

Received 

Paid 

Deficit 

1832 . 

$221,777  08 
312,262  68 
194,284  99 
240,326  91 
417,429  18 
306,114  18 

$417,072  57 
405,991  65 
433,772  74 
539,038  66 
749,895  42 
900,486  63 

$195,295  49 
93,728  97 
239,487  75 
298,711  75 
332,466  24 
594,372  45 

1833 . 

1835 . 

1836 . 

1837 . 

1838  . 

$1,978,588  02 

$3,939,845  70 

$1,961,257  68 

♦Laws  of  1832,  Chapter  296. 

t  Taken  from  the  1839  Report  of  the  New  York  State  Comptroller. 
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Governor  Marcy  sharply  called  the  attention  of  the  legislature 
to  the  precarious  condition  of  the  general  fund  in  his  annual 
message  of  1833,  stating  that  “the  general  fund  is  almost  ex¬ 
hausted  by  the  liberal  contributions  it  has  yielded  to  all  the  other 
funds,  by  the  payment  of  the  state  debts,  and  by  furnishing, 
unaided,  for  the  past  five  years,  all  the  means  for  the  ordinary 
and  extraordinary  expenses  of  the  government.  The  revenue 
from  this  fund  has  at  no  time  been  sufficient,  without  the  avail 
of  a  general  tax,  to  satisfy  the  demands  upon  the  treasury.  When 
the  legislature  (in  1827)  refused  to  continue  the  tax  it  was  well 
understood  that  the  general  fund  could  not  long  sustain  the  bur¬ 
den  cast  upon  it.  This  session  should  not  be  permitted  to  pass 
away  without  providing  means  to  satisfy  the  demands  that  must 
inevitably  be  made  upon  the  treasury.” 

But  the  legislature  refused  to  enact  a  property  tax.  And  various 
expedients  were  resorted  to  in  order  to  bolster  up  the  weakening 
condition  of  the  general  fund.  Money  was  borrowed  from  other 
funds,  such  as  the  school  fund,  the  literature  fund  and  the  trust 
funds.  For  them  state  bonds  were  issued  by  the  comptroller 
though  these  could  not  be  redeemed  by  the  revenue  of  the  general 
fund,  which  was  not  adequate  even  for  the  ordinary  state  expenses. 
This  was  one  of  the  major  reasons  for  the  general  fund  debt  of 
the  period.  The  conception  of  fund  accounts  current  at  that 
time  permitted  a  continual  borrowing  of  the  assets  of  various 
funds  behind  the  screen  of  public  ignorance  of  the  significance 
of  the  complicated  interchanges.  Had  the  borrowing  by  the 
general  fund  been  as  it  was  purported  to  be,  a  temporary  resort 
to  loans  pending  the  receipt  of  current  or  capital  assets,  the 
bonds  would  have  been  readily  cancelled.  The  use  of  the  fund’s 
capital  assets  to  meet  current  expenses  on  the  one  hand,  and  the 
failure  to  levy  property  taxes  for  ordinary  expenditures  on  the 
other,  had  the  inevitable  result  of  compelling  the  general  fund 
to  assume  these  temporary  obligations  as  funded  debt. 

Inter-Fund  Loans 

The  liberal  use  for  the  Erie  canal  of  the  state  income,  both  from 
ordinary  receipts  and  from  borrrowing,  awakened  resentment 
and  protest  that  the  governmental  services  were  not  being  impar¬ 
tially  treated.  This  feeling  was  intensified  in  1835  by  the  grow¬ 
ing  reserve  of  the  canal  fund  and  the  bankruptcy  of  the  general 
fund.  The  constitution  of  1821,  however,  had  prohibited  the 
reduction  or  diversion  of  the  canal  income  “at  any  time  before 
full  and  complete  payment  of  the  principal  and  interest  of  money 
borrowed  or  to  be  borrowed.”  To  annul  the  constitutional  inhi¬ 
bition,  an  amendment  was  passed  in  1835  making  possible  the 
restoration  to  the  general  fund  of  the  taxes  on  salt  and  auction 
sales  of  which  it  had  been  deprived  when  the  canal  fund  was 
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established  in  1817.*  These  duties,  producing  a  revenue  of  from 
$250,000  to  $400,000  annually,  were  allocated  to  the  general  fund 
by  legislative  act  in  1836.  Equally  important  was  a  statute  of  the 
same  year  directing  the  canal  commissioners  to  loan  the  general 
fund  $400,000  annually.  The  state  officials,  long  committed  to 
the  view  that  the  Erie  canal  would  aid  in  paying  the  running 
expenses  of  the  government,  were  now  fully  determined  to  trans¬ 
late  the  idea  into  practice.  . 

Opinion  was  not  unanimous  among  the  state  officials  at  Albany 
as  to  the  wisdom  of  these  plans.  In  particular  the  state  comp¬ 
trollers,  having  the  most  intimate  knowledge  of  the  actual  finan¬ 
cial  condition  of  the  state,  frequently  issued  warnings.  In  1840 
the  comptroller’s  annual  report  f  stated  that  “the  sums  expended 
in  last  four  years  have  been  $214,000  per  annum  more  than 
receipts  for  ordinary  revenue  or  income.  The  idea  of  defraying 
the  ordinary  expenses  of  the  government  by  temporary  loans  is 
a  wasteful  and  wretched  expedient  and  which  after  all  only  post¬ 
pones  the  evil  day  for  a  very  short  period  with  an  intermediate 
accumulation  of  debt  that  will  only  add  to  the  difficulty.”  The 
comptroller’s  recommendations,  however,  found  little  reflection 
in  the  state’s  financial  policies.  These  were  formulated  by  the 
legislature  and  resulted  in  recurring  annual  deficits.  In  1842, 
the  year  when  virtual  financial  bankruptcy  forced  the  recasting 
of  the  fiscal  policies,  the  deficit  amounted  to  $435,416.  This  was 
borrowed  from  other  funds. 


General  Fund  and  Contingent  Debts 

The  accumulation  of  state  obligations  resulting  from  deficits 
for  current  expenses,  for  bonds  issued  for  loans  from  other  funds, 
and  for  stock  issued  to  railroads  and  private  corporations,  is  re¬ 
vealed  in  the  ascending  amount  of  debt  owed  by  the  general  fund. 
From  1826  to  1831  the  assets  of  the  fund  made  possible  the  evasion 
of  debt.  But  when  the  fund  was  exhausted  in  1832  the  obligations 
began  to  mount.  The  rise  in  debt  during  the  period  may  be  traced 
in  the  following  table :  % 


1832 .  $561,500  00 

1833.... .  644,469  83 

1834  .  739,526  01 

1835  .  868,979  02 

1836  .  868,979  02 

1837  .  978,032  43 

1838  .  1,148,032  43 

1839  .  1,392,217  92 


1840 . 

.  $1,412,961 

92 

1841 . 

.  1,418,032 

43 

1842 . 

. .  5,559,805 

79 

1843 . 

.  5,423,415 

33 

1844 . 

.  5,634,507 

68 

1845 . 

.  5,885,549 

24 

1846 . 

.  5,992,840 

82 

*  The  1835  amendment  read  as  follows:  “Whenever  a  sufficient  amount  of 


money  shall  be  collected  and  safely  invested  for  the  reimbursement  of  such 
part  as  may  then  be  unpaid  of  the  money  borrowed  for  the  construction  of 
the  Erie  and  Champlain  canal,  the  tenth  section  of  the  seventh  article  so 
far  as  it  relates  to  the  amount  of  duties  on  the  manufacture  of  salt  and 
amount  of  duties  on  goods  sold  at  auction  shall  cease.” 
t  Report  of  New  York  State  Comptroller,  1840,  p.  17. 
t  Report  of  Comptroller,  1924,  Page  238. 
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The  original  debt  of  $561,500  in  1832,  it  should  be  noted,  did  not 
have  its  origin  in  any  of  the  fiscal  practices  previously  described. 
It  was  the  result  of  a  suit  between  the  state  and  John  Jacob  Astor, 
who  successfully  claimed  title  to  51,000  acres  of  land  in  Putnam 
County.  The  state  commissioners  of  public  lands,  believing  title 
to  the  land  resided  in  the  state,  had  sold  it  to  numbers  of  settlers 
of  the  county.  Mr.  Astor  contested  the  state’s  claim.  Though 
at  different  times  both  parties  were  willing  to  compromise,  the 
suit  was  carried  to  the  supreme  court,  whose  decision  was  for  Mr. 
Astor.  In  settlement,  the  state  gave  its  bonds  for  $561,500  to 
Astor.*  Treaties  with  Indian  tribes  for  the  purchase  of  tribal  lands 
required  the  payment  of  annuities  by  the  state.  The  amount  as 
adjusted  in  1842  was  set  at  $7,361.67  which,  taken  as  6  per  cent 
interest  on  a  principal  obligation,  formed  a  state  debt  of  $122,- 
694.87.  The  capitalized  figure  was  carried  on  the  accounts  as  a 
state  obligation  until  1892. 

In  addition  to  the  general  fund  debt  there  was  a  contingent  debt 
as  well.  It  developed  on  a  smaller  scale  from  the  first  obligation 
of  $500,000  in  1827.  In  practice  the  contingent  debt  represented  a 
subsidiary  movement  of  the  general  fund  debt.  The  same  forces 
which  resulted  in  the  creation  of  the  general  debt  had  an  overflow 
in  contingent  obligations  formed  by  loans  to  railroads  and  private 
corporations  and  deficits  in  runinng  expenses.  After  1838  this 
class  of  indebtedness  exceeded  a  million  dollars  and  in  1842,  the 
peak  year,  it  reached  $4,235,700.  This  was  undoubtedly  a  con¬ 
tributing  factor  in  the  readjustment  of  fiscal  practices. 

Tax  Law  of  1842 

Virtual  bankruptcy  forced  a  reconsideration  of  the  entire  finan¬ 
cial  policy  of  the  state  during  the  legislative  session  of  1842.  Not 
only  maladministration  of  the  general  fund  but  faulty  plans  for 
the  enlargement  of  the  Erie  Canal,  discussed  in  a  later  section,  had 
depleted  the  resources  and  greatly  lowered  the  credit  of  the  state. 
Governor  Seward  recommended  the  adoption  of  a  new  policy  and 
the  assembly  committee,  headed  by  Mr.  Michael  Hoffman  of  Herki¬ 
mer  County,  reported  in  March  a  bill  popularly  known  as  the 
“Stop  and  Tax  Law.”  Aside  from  the  sections  relating  to  canal 
finance,  the  bill  had  two  objects.  The  first  was  to  refill  an  empty 
treasury  so  that  current  expenses  and  debt  obligations  could  be 
met.  The  credit  of  the  state,  already  impaired,  was  not  to  be 
sacrificed  by  non-payment  of  expenses  or  repudiation  of  obliga¬ 
tions.  To  this  end  provision  was  made  for  the  payment  or  funding 
of  the  following  general  or  contingent  obligations :  general  fund, 
$844,595 ;  temporary  loans,  $1,613,267 ;  losses  resulting  from  bank 
failures,  $400,000.  The  second  object  was  to  establish  a  new  prop¬ 
erty  tax  whose  proceeds  were  to  be  applied  to  debt  redemption  and 
to  paying  operating  expenses,  thus  avoiding  the  creation  of  ad¬ 
ditional  contingent  obligations.  The  tax  law  levied  one  mill  on  each 


*  Don  C.  Sowers,  op.  cit.  pp.  40-41. 
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dollar  of  taxable  property  in  the  state.  The  entire  proceeds  of  the 
1842  collection  were  assigned  to  the  general  fund  though  there¬ 
after  the  amount  was  to  be  divided  equally  between  that  fund  and 
the  canal  fund.*  The  “Stop  and  Tax  Law”  of  1842  is  one  of  the 
milestones  in  the  financial  history  of  the  state.  It  balanced  the 
budget  and  ended  the  headlong  rush  toward  bankruptcy. 

ENLARGEMENT  OP  ERIE  CANAL  SYSTEM,  1825-1846 
Subsidiary  Canals 

While  the  Erie  canal  was  the  main  waterway  in  the  state ’s  system 
for  internal  transportation,  subsidiary  canals  were  rapidly  built 
to  act  as  feeders  to  the  Erie  or  to  serve  sections  not  directly  ac¬ 
cessible  to  the  original  line.  The  Champlain  canal  had  been  built 
concurrently  with  the  Erie  and  was  an  integral  part  of  its  system. 
In  1825  when  the  canal  was  opened,  the  legislature  authorized  the 
expenditure  of  $160,000  for  the  Oswego  canal.  In  the  following 
year,  the  rights  of  the  Seneca  Company  were  purchased  and  both 
the  Oswego  and  the  Seneca  canals  were  completed  in  1828.  The 
next  year  two  additional  waterways  were  authorized,  the  Chemung 
and  Crooked  Lake  canals. 

The  major  construction  of  new  canals  in  the  thirties  was  the 
Chenango  canal.  Its  building  from  Binghamton  to  Erie  was 
authorized  despite  the  protests  of  the  canal  commissioners  who 
declared  £  ‘  that  it  would  not  produce  an  amount  of  toll  equal  to  the 
interest  on  the  cost  and  expense  of  its  repairs  and  superintendence 
or  of  either  of  them.”  The  construction  nevertheless  began  in 
1834  with  an  expenditure  limit  of  $1,000,000  and  was  completed 
two  years  later  at  an  expense  of  $1,120,000,  all  of  which  was 
borrowed. 


Enlargement  of  Erie  Canal  Authorized 

In  1835  the  legislature  authorized  the  canal  commissioners  to 
enlarge  the  Erie  and  construct  double  locks.  The  cost  estimate 
was  $12,416,160,  and  it  was  thought  the  work  would  be  finished 


*  The  productivity  of  the  property  tax  law  for  the  decade  following  its 
enactment  is  shown  by  the  annual  reports  of  the  comptroller,  1843-1852,  to 
have  been  as  follows: 


Year 

1843  . 

1844  . 

1845  . 

1846  . 

1847  . 

1848  . . 

1849  . 

1850  . 

1851  . 

1852  . 


Rate  per 
dollar  of 
assessed 

Amount 

valuation 

raised 

.  1  mill . 

$514,010  70 

.  1 

492,501  05 

.1 

548,504  09 

.  6/10  “  . 

346,811  47 

.  6/10  “  . 

291,802  11 

•  M  “  . 

238,303  74 

•  H  “  . 

278,843  10 

•  ^  “  . 

272,422  45 

■  H  “  . 

364,003  75 

•  H  a  . 

578,546  88 
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in  twelve  years.  Receipts  from  tolls  had  increased  gratifyingly 
from  $844,508.12  in  1826,  the  first  year  the  entire  canal  was  open, 
to  $1,381,951.52  in  1834.  It  was  argued  that  the  only  method  by 
which  to  conserve  this  income  from  depletion  by  railroad  competi¬ 
tion,  now  a  possibility,  and  to  further  enlarge  it,  was  by  an  expan¬ 
sion  of  canal  facilities.  Judging  by  the  excess  of  gross  receipts 
over  gross  expenses  the  canal  revenue  seemed  adequate  to  pay  for 
future  construction.  In  1834  the  excess  had  amounted  to  over  a 
million  dollars. 

The  original  plan  for  enlargement  contemplated  only  such 
expenditures  as  would  be  possible  from  the  surplus  canal  funds. 
In  fact,  the  1835  act  sought  to  narrow  outlays  so  that  an  annual 
surplus  of  $300,000  would  be  available  to  the  state  above  all  canal 
expenditures. 

For  three  years  the  legislature  confined  the  enlargement  to  sur¬ 
plus  canal  income.  A  satisfactory  beginning  was  made  from  the 
two  millions  thus  spent.  Other  phases  of  state  financing,  however, 
proved  highly  disturbing.  In  1836,  the  year  the  enlargement  was 
started  actively,  the  canal  fund  lost  to  the  general  fund  the 
revenues  from  the  salt  and  auction  duties,  an  annual  income  of 
three  or  four  hundred  thousand  dollars.  That  same  year  the 
legislative  determination  to  force  the  canals  to  aid  in  paying 
general  state  expenses  took  the  form  of  a  direction  to  the  canal 
commissioners  to  loan  the  general  fund  $400,000  annually.  The 
incongruity  of  these  measures  is  apparent.  The  mounting  canal 
revenue  would  have  made  possible  a  conservative  plan  of  Erie 
enlargement,  or  it  would  have  made  possible  a  moderate  diversion 
of  tolls  to  the  general  treasury.  To  endeavor  to  do  both  at  the 
same  time  was  a  financial  impossibility.  The  two  policies  con¬ 
flicted.  The  legislators  sought  to  appease  two  powerful  political 
groups — the  canal  interests  anxious  for  immediate  enlargement 
and  the  counties  not  directly  benefited  by  the  waterways  which 
demanded  that  the  canal  reimburse  the  state  for  the  money 
expended  in  the  original  construction. 

A  constitutional  question  was  involved  in  the  diversion  of  canal 
receipts.  This  troubled  a  few  conservative  leaders  but  did  not 
stop  the  legislature  from  approving  the  diversion.  The  1821 
constitution,  as  has  been  shown,  prohibited  the  reduction 
or  diversion  of  toll  proceeds  before  the  canal  debt  had  been 
fully  redeemed.  Though  only  small  amounts  of  the  indebtedness 
were  redeemed  in  the  first  seven  years  after  the  completion  of  the 
Erie,  heavy  repayments  began  in  1833  and  continued  until  the 
work  for  enlargement  was  under  way.  The  drop  in  the  amount  of 
redemption  beginning  in  1835  became  precipitous  and  only  after 
the  levy  of  the  property  tax  in  1842  was  revenue  available  for 
repayment  of  any  considerable  sum.  Obviously  the  financing  of 
the  enlargement  in  practice  nullified  the  constitutional  prohibition. 
The  legality  of  the  use  of  the  funds  for  enlargement  while  the  debt 
remained  unpaid  was  never  tested  in  court.  Several  state  officers 
and  in  particular  Comptroller  Flagg*  insisted  that  a  constitutional 


*  Report  of  New  York  State  Comptroller  1839,  p.  35. 
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amendment  was  required  before  canal  funds  could  be  diverted 
legally  to  new  construction.  The  advocates  of  enlargement,  how¬ 
ever,  insisted  that  the  funds  to  be  used  for  redemption  were  not 
dissipated  but  merely  invested  in  the  canal  itself  and  that  by  the 
new  construction  a  larger  income  would  be  derived  for  repayment 
of  the  loans.  That  argument  might  have  been  sound  if  applied 
solely  to  the  true  canal  surplus,  i.  e.,  net  receipts  arrived  at  after 
deducting  debt  service  from  income  as  well  as  maintenance.  But 
to  apply  the  gross  surplus  without  making  adequate  provision  for 
redemption  was  an  illusory  investment.  Nevertheless  constitu¬ 
tional  scruples  were  not  effective  in  debarring  the  diversion  of 
canal  tolls,  and  the  first  contract  for  the  enlargement  was  let  in 
1836. 

Nation-Wide  Demand  for  Internal  Improvement 

The  enlargement  of  the  Erie  canal  was  part  of  a  nation-wide 
demand  for  internal  improvements.  The  completion  of  the  Erie 
canal  was  the  signal  for  rival  states  to  embark  on  similar  improve¬ 
ment  schemes.  Ohio  and  Pennsylvania  began  canal  building  in 
1825,  the  debt  of  the  former  rising  from  $500,000  in  that  year  to 
$5,500,000  in  1836.  Pennsylvania’s  debt  of  $6,300,000  increased 
nearly  fourfold  in  the  following  seven  years.  As  the  Erie  had 
made  New  York  City  the  natural  gateway  for  much  interior  trade, 
Pennsylvania  was  determined  to  place  Philadelphia  on  a  par  by 
a  parallel  canal  system,  while  Ohio  was  quick  to  see  the  advantage 
to  her  agricultural  counties  if  routes  for  export  were  provided. 
The  tendency  of  states  to  plunge  into  debt  gathered  headway 
between  1835  and  1838,  and  the  total  state  indebtedness  from 
$6,000,000  to  $168,423,808  in  three  years.* 

In  fact  the  insistent  popular  demand  for  transportation  facilities 
might  have  found  expression  in  a  program  of  improvement  fi¬ 
nanced  by  the  national  government.  Henry  Clay  and  Whig  leaders 
associated  with  him  were  pronounced  advocates  of  federal  internal 
improvements.  Had  the  desire  for  highways  and  canals  become 
politically  articulate  in  the  first  quarter  of  the  century,  national 
construction  and  payment  would  have  been  the  natural  outcome. 
Following  the  split  of  the  “Jefferson-Republican”  party  in  1824 
and  the  defeat  of  John  Quincy  Adams  for  the  presidency  four 
years  later,  the  Clay- Adams  faction  was  relegated  to  a  minority 
position  for  twelve  years.  The  dominant  party,  the  Jacksonian 
Democrats,  favored  the  vigorous  assertion  by  the  states  of  their 
reserved  powers.  Jackson’s  veto  of  the  Maysville  road  bill 
revealed  his  antagonism  to  federal  internal  improvements.  Advo¬ 
cates  for  public  highways  and  canals  were  forced  to  look  to  state 
capitals  in  order  to  effect  their  programs.  ‘  ‘  That  the  states  under¬ 
took  the  work  of  building  highways  (and  canals)  was  a  historical 
accident,”  in  the  opinion  of  H.  C.  Adams,  “since  the  call  for 

*  “  Economic  Analysis  of  Constitutional  Restrictions  upon  Public  Indebted¬ 
ness,”  by  H.  L.  Secrist,  p.  16. 
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internal  improvements  came  just  when  there  was  a  reaction  against 
federal  administrative  control.”!  The  building  of  the  Erie 
canal  by  New  York  had  preceded  the  nation-wide  movement  for 
internal  improvements.  In  fact,  the  success  of  the  Erie  was  the 
lever  used  by  propagandists  in  every  state  to  secure  the  adoption 
of  bills  for  similar  improvements. 

The  extent  of  state  programs  is  reflected  in  the  accompanying 
table  of  debts  outstanding  in  1842,  the  year  the  movement  reached 
its  climax  in  New  York.  The  states  bordering  on  the  Atlantic, 
or  with  potts  anxious  for*  growth,  New  York,  Pennsylvania, 
Maryland,  and  Massachusetts,  led  in  the  amounts  borrowed  for 
internal  improvements.  The  states  of  the  old  Northwest  Terri¬ 
tory,  in  particular  Ohio,  Indiana,  and  Illinois,  had  an  indebted¬ 
ness  not  far  less.  The  northern  states,  in  short,  had  plunged  into 
a  program  of  internal  improvements  so  as  to  provide  a  more 
rapid  transit  for  their  manufactured  or  farm  products.  In  con¬ 
trast,  the  southern  states  had  issued  their  bonds  to  aid  banking 
institutions.  The  planters  of  the  south  needed  capital  to  develop 
their  plantations  rather  than  transportation  lines  to  compete  with 
rivals.  The  result  was  the.  large  southern  issues  such  as  the 
$20,200,000  outstanding  in  Louisiana  for  banking  bonds. 

Further  Plans  for  Enlarging  the  Canal 

The  impatience  of  the  state  at  the  apparent  slowness  of  en¬ 
larging  the  canal  from  surplus  revenues  quickly  changed  the 
state  policy.  The  canal  committee  of  the  assembly,  reporting  in 
1838  through  Mr.  Patterson,  later  a  speaker,  recommended  “the 
more  speedy  enlargement  of  the  Erie  Canal”  and  the  creation  of 
a  new  state  debt  for  the  purpose.  It  insisted  that  “it  is  the 
true  interest  of  the  state  to  enlarge  the  canal  with  as  little  delay 
as  possible,”  and  that  “a  due  regard  to  the  important  subject 
requires  that  it  should  be  complete  at  as  early  a  time  as  possible. 
Consequently  “the  legislature  should  come  manfully  to  the  work 
and  provide  means  to  enable  the  canal  commissioners  to  complete 
the  enlargement”  by  the  spring  of  1843.  The  levy  of  a  tax  for 
the  improvement  was  not  even  considered.  Governor  Seward  in 
his  1839  message  undoubtedly  reflected  the  temper  of  the  state 
when  he  declared:  “Taxation  for  purposes  of  internal  improve¬ 
ment  is  happily  unnecessary  as  it  would  be  unequal  and 
oppressive.  ’  ’ 

f  Public  Debts,  p.  323.  Mr.  Adams  views  the  dominance  of  the  states- 
rights  men  in  the  national  government  during  this  period  as  one  of  the 
major  factors  resulting  in  the  creation  of  state  debts. 
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TABLE  No.  2 

State  Debts,  1842 — Amount  and  Purpose  For  Which  Obligations  Were 

Incurred  * 


States  and  Territories 

Public  and 
internal 
improve¬ 
ments 

Banking 

Miscel¬ 

laneous 

Maine . 

$1,734,861 

1,319,137 

5,126,931 

5,149,914 

1,115,907 

343,039 

2,203,530 

Massachusetts . 

$4,105,000 

21,727,267 

31,186,130 

14,098,854 

6,193,161 

3,350,000 

1,309,750 

New  York . 

Pennsylvania . 

Maryland . 

Virginia . 

$458,107 

137,704 

South  Carolina . 

Georgia . 

Alabama . 

15,400,000 

20,200,000 

7,000,000 

2,676,000 

Louisiana . 

1,200,000 

2,585,000 

Mississippi . 

Arkansas . 

Kentucky . 

3,085,000 

1,198,166 

5,420,000 

10,924,123 

11,751,000 

10,371,294 

20,000 

Tennessee . 

2,000,000 

Michigan . 

191,000 

Ohio .  1 . 

Indiana . 

1,000,000 

3,034,998 

389,261 

3,900,000 

Illinois . 

121,000 

433,000 

100,000 

Missouri . 

Territory  of  Florida . 

Total 


$1,734,861 

5,424,137 

26,854,198 

36,336,044 

15,214,761 

6,994,307 

5,691,234 

1,309,750 

15,400,000 

23,985,000 

7,000,000 

2.676,000 

3,085,000 

3,198,166 

5,611,000 

10,924,123 

12,751,000 

13,527,292 

842,261 

4,000,000 


The  legislative  disposition  was  revealed  the  year  previous  in 
the  report  of  the  Ways  and  Means  Committee  to  the  assembly. 
This,  the  so-called  Ruggles  report,  outlined  a  grandiose  scheme 
for  internal  transportation,  and  an  astonishing  method  of  financ¬ 
ing  it.  The  committee  recommended  the  borrowing  of  $40,000,000 
in  all  for  a  twenty-eight  year  period  to  be  used,  as  follows :  f 

Immediate  expenditure  on  canals  — 


Erie  canal  . $15,000,000 

Genesee  and  Black  River  canals .  5,000,000 

Aid  to  railroads  .  15,000,000 

Later  expenditure  on  canals .  5,000,000 


Total  .  $40,000,000 


“It  is  evident,”  urged  the  Ruggles  committee,  “that  every 
$500,000  of  revenue  will  serve  as  a  basis  of  finance  to  sustain 
$10,000,000  of  debt.  If  the  estimate  is  correct  that  annual 
revenue  will  amount  to  $3,000,000  then  a  sum  of  $40,000,000  may 
be  borrowed  and  reimbursed  in  twenty-eight  years.  It  may  be 
borrowed  without  imposing  any  burden  upon  the  people.”  The 
senate  committee  on  finance  was  in  agreement  with  the  Ruggles 
report.  Mr.  Verplanck,  speaking  for  the  committee  in  1839,  said: 
“To  avoid  the  necessity  of  resorting  to  taxation,  however  small, 


*  Data  drawn  in  main  from  H.  C.  Adams’  “  Public  Debts.” 
t  The  Albany  Argus,  January  10,  1840. 
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the  obvious  and  sound  rule  will  be  to  adjust  the  loans  of  each 
year  so  that  the  annual  interest  of  the  whole  debt  may  always 
fall  within  the  clear  income  of  the  state.” 

The  state  comptroller,  Mr.  Flagg,  was  emphatic  in  warning 
against  the  scheme.  He  pointed  out  that  the  three  millions 
revenue,  which  the  Ruggles  committee  planned  to  use  for  interest, 
was  gross  revenue  from  which  no  deduction  had  been  made  for 
canal  maintenance.  For  the  twenty-eight  year  period  in  ques¬ 
tion  maintenance  charges  would  amount,  conservatively,  to  $14,- 
000,000.  He  continued:  “If  five  years  (1834-1838)  be  taken 
.  .  .  .  the  fair  average  surplus  is  not  more  than  sufficient 

to  pay  the  interest  on  a  debt  of  $12,000,000.  It  is  going  to  the 
utmost  verge  of  prudence  to  create  a  debt  sufficient  to  absorb  the 
whole  annual  surplus  in  paying  interest,  and  at  least  the  prospec¬ 
tive  increase  of  revenue  from  tolls  ought  to  be  left  untouched 
as  a  sinking  fund  to  redeem  the  principal  of  the  debt.”*  The 
comptroller  further  pointed  out  that  it  would  be  impossible  to 
forecast  the  toll  rates  for  twenty-eight  years.  The  Ruggles  re¬ 
port  assumed  the  continuance  of  tolls  at  the  old  scale  when  in 
fact  a  reduction  had  already  been  made  to  stimulate  trade. 

The  action  of  the  1838  legislature,  a  compromise  between  the 
Flagg  position  and  the  Ruggles  recommendations,  was  decidedly 
venturesome,  and  it  later  proved  unwise.  The  canal  commis¬ 
sioners  were  directed  to  borrow  four  million  dollars  for  canal 
building,f  and  in  the  three  succeeding  years  loans  were  placed 
of  from  one  and  a  half  to  nearly  four  millions  annually.  At 
the  same  session  the  fatal  $3,000,000  loan  to  the  New  York  and 
Erie  Railroad  was  also  authorized.  And  this  legislature  was 
not  content  until  three  other  loans  to  railroads  brought  up 
the  total  amount  authorized  to  $7,790,000,  a  sum  greater  than 
the  entire  amount  borrowed  for  the  original  construction  of  the 
Erie  canal  itself.  Though  there  were  no  vetoes,  the  governor 
recognized  in  a  degree  the  validity  of  Flagg’s  position  for  he 
echoed  the  comptroller’s  views  in  his  1839  message:  “For  the 
purpose  of  guarding  against  a  dangerous  increase  of  debts  and 
the  possibility  of  taxation,  I  recommend  that  all  issues  of  stock 
shall  be  so  limited  that  the  interest  on  the  whole  debt  of  the  state 
shall  at  no  time  exceed  its  surplus  revenues  and  that  the  increase 
of  those  revenues  be  relied  upon  for  the  ultimate  extinguishment 
of  the  debt.”! 

The  policy  adopted  had  in  it  the  hope  that  increasing  revenues 
would  somehow  so  increase  as  to  provide  for  debt  redemption. 
This  hope  proved  futile.  In  the  four  years  from  1838  to  1841 
inclusive,  a  total  of  $12,723,932.23  was  expended  for  canals  from 
borrowed  money;  only  $1,054,200.26  of  debt  was  repaid.  Since 
an  uncertain  revenue  was  allocated  for  debt  redemption,  repay¬ 
ments  were  uncertain  and  the  state’s  credit  suffered  a  severe 

•Report  of  the  New  York  State  Comptroller,  1838,  p.  21. 

t  Laws  of  1838,  chapter  269. 

t  Governor’s  message  of  1839,  page  25. 
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shock.  “In  the  fall  of  1841  and  the  winter  of  1842,  the  6  per 
cent  stock  of  the  state,  which  in  1833  bore  a  20  per  cent  premium, 
was  not  saleable  at  20  per  cent  discount,  and  large  lots  were  sold  at 
a  depreciation  of  22  cents  on  each  dollar  of  stock.  *  The  state 
debt  had  mounted  from  less  than  eight  million  in  1837  to  nearly 
twenty-seven  million  dollars  in  1842.  In  March  of  that  year  the 
state  was  due  to  pay  over  two  million  dollars  to  banks  for  tem¬ 
porary  loans,  principal  and  interest,  and  the  interest  charge  on 
the  loan  for  the  Erie  Railroad.  Payments  to  contractors  on  the 
canal  were  in  arrears.  In  the  1842  report  of  the  comp¬ 
troller  the  disastrous  results  of  the  1838  canal  policy  and  the 
mismanagement  of  the  general  fund  were  set  forth:  “It  is  not 
now  a  question  whether  the  completion  of  the  canal  will  be  bene¬ 
ficial  to  a  particular  section,  but  it  is  a  question  of  solvency  or 
insolvency.  The  impulse  for  internal  improvement  and  local  inter¬ 
est  regardless  of  the  conditions  of  finances  has  pressed  the  state 
to  the  very  brink  of  dishonor  and  bankruptcy.’’ 

Repudiation  of  State  Debts 

Several  alternatives  were  possible  by  which  New  York  might 
seek  relief  and  solve  the  problem  then  before  her.  A  number  of 
states  resorted  to  either  temporary  or  permanent  repudiation  of 
their  debts,  f  Of  the  states  most  akin  to  New  York  in  their 
financial  experiences  during  this  period  (Pennsylvania,  Ohio  and 
Maryland),  Ohio  alone  neither  defaulted  nor  suspended  pay¬ 
ments.  In  1842  Pennsylvania  was  unable  to  pay  interest  on  an 
outstanding  debt  in  excess  of  thirty-seven  millions.  A  consider¬ 
able  share  of  that  state ’s  income  was  in  ‘  ‘  relief  notes  ’  ’  or  depre¬ 
ciated  bank  currency  which  were  tendered  by  taxpayers  in  lieu 
of  cash.  In  place  of  interest  payments  from  1842  to  1845,  Penn¬ 
sylvania  issued  certificates  or  scrip  which  was  later  redeemed. 
After  resuming  interest  payments  in  the  later  year,  the  state  in 
the  following  decade  made  provision  for  the  repayment  of  the 
principal,  partially  by  the  sale  of  railroad  and  canal  property. % 

In  Maryland  the  crisis  came  in  1842  when  interest  on  the  debt 
was  not  paid.  The  state  had  no  direct  taxation  and  the  income 
from  public  works  and  the  sale  of  new  bonds  proved  inadequate. 

Maryland ’s  heavy  investments  in  the  stock  of  the  Baltimore  and 
Ohio  Railroad  and  the  Chesapeake  and  Ohio  Canal  obligated  the 

*  New  York  State  Comptroller’s  Report  1843,  p.  21. 

t  The  possibility  of  a  state  repudiating  its  debts  could  not  be  overlooked 
by  a  lender  since  the  United  States  Constitution  allows  no  redress  by  an 
individual  for  a  claim  against  a  state.  Baring  Brothers  of  London,  who 
were  considering  an  investment  in  American  state  bonds,  asked  Daniel  Web¬ 
ster  whether  the  constitutional  provision  made  the  loans  unsafe.  Webster 
reasured  the  London  house:  “The  states  cannot  rid  themselves  of  their 

obligations  otherwise  than  by  payment  of  their  debts . They  cannot 

get  around  the  duty  nor  evade  its  source.  Any  failure  to  fulfiill  its  ob¬ 
ligations  would  be  an  open  violation  of  public  faith  to  be  followed  by  the 
penalty  of  dishonor  and  disgrace,  a  penalty  it  may  be  presumed  which  no 
state  would  be  liable  to  incur.  I  believe  that  the  citizens  of  the  United 
States  regard  debts  whether  public  or  private  and  whether  existing  at  home 
or  abroad  to  be  moral  as  well  as  legal  obligations.” 

X  “State  and  Municipal  bonds,”  by  H.  L.  Raymond,  p.  103. 
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state  so  deeply  that  for  several  years  only  partial  payments  for 
debt  service  could  be  made. 

Proposed  Federal  Assumption  of  State  Debts,  1840-1843 

The  magnitude  of  the  debts,  as  well  as  the  difficulty  the  states 
were  experiencing  in  meeting  either  interest  or  principal  pay¬ 
ments,  quickly  led  to  a  movement  for  the  national  government 
to  assume  the  state  indebtedness  as  it  had  done  in  1790.  After 
several  years  of  agitation  a  congressional  committee  headed  by 
William  Cost  Johnson  of  Maryland  was  appointed  and  reported 
to  congress  in  1843  in  favor  of  federal  assumption.  The  commit¬ 
tee,  setting  the  outstanding  state  and  territorial  indebtedness 
at  $206,578,583.35,  pointed  out  that  a  number  of  states  were  de¬ 
faulting  on  interest  payments  and  “consequently  greatly  increas¬ 
ing  their  debts  while  the  gradual  but  general  depreciation  of 
property  in  such  states  continued  to  render  the  payment  of  ac¬ 
cruing  interest  and  the  final  liquidation  of  the  principal  more 
difficult  and  more  doubtful.  ”  A  plan  was  prepared  by  the  com¬ 
mittee  for  federal  assumption  which,  it  was  urged,  was  “calcu¬ 
lated  to  strengthen  the  bond  of  union  and  multiply  avenues  of 
commerce.”*  It  was  urged  that  in,  view  of  the  transfer  by  the 
states  to  the  nation  of  title  to  immense  tracts  of  land,  the  federal 
government  was  given  a  resource  which  obligated  it  to  aid  the 
states  in  their  financial  distress. 

The  objections  were  numerous  and  prevailed  in  congress.  The 
amount  assumed  would  have  embarrassed  the  federal  government 
at  a  time  when  its  fiscal  problems  had  been  adjusted  to  a  condi¬ 
tion  of  freedom  from  debt.  States  with  little  or  no  indebtedness 
would  be  burdened  but  disproportionately  benefited.  The  scheme 
was  repugnant  to  those  anxious  for  the  states  to  be  autonomous, 
self-respecting  units.  Senator  Allen  of  Ohio  declared  on  the  floor 
of  the  senate  that  the  consequence  of  the  plan  ‘  ‘  is  that  the  federal 
government  centralizes  in  its  own  hands  the  whole  power  of 
taxation  for  all  objects,  local  and  general.  It  would  enter  the 
states  and  tax  them  anew  for  purposes  solely  of  state  concern,  t 
The  federal  assumption  of  state  debts  in  1790  had  created  a  dan¬ 
gerous  precedent  which  fortunately  was  not  repeated.  Federal 
assumption  failed  and  the  states  were  left  to  their  own  devices. 

“Stop  and  Tax  Law,”  1842 

New  York  State  sought  to  keep  itself  out  of  the  class  of  states 
which  were  even  temporarily  suspending  interest  payments.  The 
solution  was  the  “Stop  and  Tax  Law”  of  1842,  the  tax  features  of 
which  have  been  explained  above.  The  “stop”  feature  of  the  law 
provided  that  new  canal  construction  was  to  be  suspended.  In 
1836  the  canal  commissioners  had  estimated  the  cost  of  enlarge¬ 
ment  at  twelve  and  one-half  millions.  The  same  men,  re-examin¬ 
ing  their  estimates  three  years  later,  set  the  figure  at  thirty  and 
one-half  millions.  In  the  meantime  work  had  been  started  actively 

•Report  of  congressional  committee  investigating  state  debts  to  House  of 
Representatives,  March  1843. 

fUnited  States  Senate  Journal,  February  11,  1840. 
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and  the  state  could  hardly  retrace  its  steps.  Governor  Seward 
criticized  this  error  bitterly  and  said  that  “the  immediate  results 
at  home  and  abroad  were  a  severe  shock  to  confidence  in  the  faith 
of  the  state  and  alarm  for  its  ultimate  solvency.”  The  state  of¬ 
ficials  were  plainly  determined  to  complete  the  enlargement  despite 
financial  troubles,  for  the  1842  legislature  authorized  the  incur¬ 
rence  of  additional  loans  for  construction.  The  same  statute, 
however,  stated  that  “no  new  work  shall  be  put  under  contract 
during  the  present  year”  except  such  as  may  be  necessary  to  pre¬ 
vent  interruption  to  navigation,  and  “all  further  expenditures  on 
public  works  now  in  process  of  construction  shall  be  suspended 
until  further  order  of  the  legislature.”  For  the  following  four 
years,  1843  to  1847,  only  moderate  amounts  were  expended  by 
the  canal  commissioners  for  construction  and  these  were  for  ex¬ 
tending  existing  facilities.  Work  on  new  construction  was  resumed 
in  1847. 

The  tax  law  of  1842,  it  will  be  remembered,  made  available  to  the 
canal  fund  one-half  the  proceeds  of  a  direct  property  tax  begin¬ 
ning  in  1843.  The  original  rate  of  one  mill  furnished  sufficient 
funds  for  the  emergency,  and  the  legislature  later  reduced  the 
rate  twice  within  a  decade.  To  preserve  the  credit  of  the  state, 
loans  were  floated  to  pay  the  maturing  obligations  of  the  canal 
fund.  For  this  purpose  interest  on  the  canal  debt  of  $241,474, 
arrears  to  contractors  of  $1,000,000,  land  damages  and  arrears  of 
$500,000,  and  repairs  to  canals  of  $450,000  were  provided  for  by 
new  bonds.*  Half  the  proceeds  of  the  new  tax  were  pledged  for 
use  in  discharging  canal  obligations  already  due  or  incurred.  The 
new  debts  were  limited  in  period  to  eighteen  years.  Redemption 
of  debt,  which  had  been  considerable  for  several  years  before,  was 
resumed  on  a  larger  scale,  the  1842  repayment  of  two  million  dol¬ 
lars  being  the  largest  in  the  state  up  to  that  time. 

THE  CONSTITUTIONAL  CONVENTION  OF  1846 

The  legislature  of  1842  which  passed  the  “Stop  and  Tax  Law” 
rejected  a  proposed  constitutional  amendment  which  sought  to 
make  the  issuance  of  state  bonds  contingent  upon  a  popular 
referendum.  The  resolution  was  introduced  by  Assemblyman 
Loomis  and  was  later  known  as  the  “peoples’  resolution.”  f  It 

"Report  of  New  York  State  Comptroller,  1843,  pp.  22-23. 

t  The  Loomis  resolution  read :  “Resolved  that  the  constitution  of  the  state 
be  so  amended  that  every  law  authorizing  the  borrowing  of  money,  or  the 
issuing  of  state  stock,  whereby  a  debt  shall  be  created  or  increased  on  the 
credit  of  the  state  shall  specify  the  object  for  which  the  money  shall  be 
appropriated;  and  that  every  such  law  shall  embrace  no  more  than  one 
object,  which  shall  be  singly  and  specifically  stated;  and  that  no  such  law 
shall  take  effect  until  it  shall  be  distinctly  submitted  to  the  people  at  the 
next  general  election;  and  be  approved  by  the  majority  of  the  votes  cast, 
for  and  against  it  at  such  election.  That  all  money  to  be  raised  by  the 
authority  of  such  law  be  applied  to  the  specific  object  stated  in  such  law  and 
to  no  other  purpose  whatever,  except  the  payment  of  debt  thereby  created 
or  increased.  This  provision  shall  not  extend  to  any  law  to  raise  money 
for  the  purpose  of  suppressing  insurrection,  repelling  invasion,  or  defending 
the  state  in  war.” 
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was  finally  adopted,  after  considerable  agitation,  in  1844.  To  give 
legal  effect  to  this  declarative  resolution,  a  constitutional  amend¬ 
ment  was  passed  the  same  session  providing  for  a  popular  refer¬ 
endum  on  proposed  bond  issues  limiting  indebtedness  to  one  million 
dollars  without  popular  vote,  and  creating  a  sinking  fund.  The  re¬ 
jection  of  the  amendment  by  the  legislature  the  following  year  when 
it  came  up  for  second  passage  was  the  primary  reason  for  the  con¬ 
stitutional  convention  in  1846.  Governor  Wright,  in  urging  the 
legislature  to  assent  to  the  amendment  a  second  time,  declared  that 
“The  recent  free  use  of  public  credit  in  over-hastening  loans  for 
public  works  and  in  lending  to  irresponsible  corporations,  the 
embarrassed  condition  of  our  finances,  and  the  consequent  call  for 
direct  taxation  to  restore  public  confidence,  have  doubtless  given 
rise  to  those  proposed  amendments,  as  they  did  give  rise  to  the 
law  of  1842,  which  the  first  amendment  purposes  to  surround  by  a 
constitutional  sanction.”  In  his  1846  message  the  governor 
emphasized  the  need  for  a  new  borrowing  procedure  by  pointing 
out  that  the  running  expenses  of  the  government  were  “annually 
met  by  loans  in  effect,  if  not  in  fact,  borrowed  in  each  subsequent 
year  to  pay  the  interest  on  the  debt  which  the  necessities  of  the 
previous  year  accumulated.” 

The  New  Debt  Restrictions 

The  convention  called  in  1846  to  revise  the  state  constitution 
was  concerned  for  the  most  part  with  the  two  intimately  related 
problems  of  internal  improvements  and  public  credit.  The  finance 
committee  of  the  convention,  whose  chairman  was  Michael  Hoff¬ 
man,  author  of  the  1842  “Stop  and  Tax  Law,”  reported  to  the 
floor  a  series  of  provisions  which  aimed  to  remedy  the  past 
financial  mismanagement.*  These  were  adopted  with  little  modi¬ 
fication.  The  final  form  in  which  they  were  written  into  the  state 
constitution  was  as  follows: 

Article  VII. 

Sec.  9.  The  credit  of  the  state  shall  not,  in  any  manner,  be 
given  or  loaned  to,  or  in  aid  of  any  individual,  association  or 
corporation. 

Sec.  10.  The  state  may,  to  meet  casual  deficits  or  failures  in 
revenues,  or  for  expenses  not  provided  for,  contract  debts,  but 
such  debts,  direct  and  contingent,  singly  or  in  the  aggregate,  shall 
not,  at  any  time,  exceed  one  million  of  dollars;  and  the  moneys 
arising  from  the  loans  creating  such  debts,  shall  be  applied  to  the 
purpose  for  which  they  were  obtained,  or  to  repay  the  debts  so 
contracted,  and  to  no  other  purpose  whatever. 

Sec.  11.  In  addition  to  the  above  limited  power  to  contract 
debts,  the  state  may  contract  debts  to  repeal  invasion,  suppress 
insurrection,  or  defend  the  state  in  war;  but  the  money  arising 
from  the  contracting  of  such  debts  shall  be  applied  to  the  purpose 
for  which  it  was  raised,  or  to  repay  such  debts,  and  to  no  other 
purpose  whatever. 

"“Debates  and  Proceedings  in  the  New  York  State  Constitutional  Con¬ 
vention  of  1846,”  pp.  722-736.  (Edited  by  S.  Crowell  and  R.  Sutton,  the 
Albany  Argus  Press.) 
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Sec.  12.  Except  the  debts  specified  in  the  tenth  and  eleventh 
sections  of  this  article,  no  debts  shall  be  hereafter  contracted  by 
or  on  behalf  of  this  state,  unless  such  debt  shall  be  authorized  by 
a  law  for  some  single  work  or  object  to  be  distinctly  specified 
therein,  and  such  law  shall  impose  and  provide  for  the  collection 
of  a  direct  annual  tax  to  pay,  and  sufficient  to  pay  the  interest  on 
such  debt  as  it  falls  due,  and  also  to  pay  and  discharge  the  princi¬ 
pal  of  such  debt  within  eighteen  years  from  the  time  of  the  con¬ 
traction  thereof. 

No  such  law  shall  take  effect  until  it  shall,  at  a  general  election, 
have  been  submitted  to  the  people,  and  have  received  a  majority  of 
all  the  votes  cast  for  and  against  it,  at  such  election. 

On  the  final  passage  of  such  bill  in  either  house  of  the  legislature, 
the  question  shall  be  taken  by  ayes  and  noes,  to  be  duly  entered 
on  the  journal  thereof,  and  shall  be:  “Shall  this  bill  pass  and 
ought  the  same  to  receive  the  sanction  of  the  people.’ ’ 

The  legislature  may  at  any  time,  after  the  approval  of  such 
law  by  the  people,  if  no  debt  shall  have  been  contracted,  in  pur¬ 
suance  thereof,  repeal  the  same ; — and  may  at  any  time,  by  law, 
forbid  the  contracting  of  any  further  debt  or  liability  under  such 
law;  but  the  tax  imposed  by  such  acts,  in  proportion  to  the  debt 
and  liability  which  may  have  been  contracted  in  pursuance  of 
such  law,  shall  remain  in  force  and  be  irrepealable,  and  be 
annually  collected,  until  the  proceeds  thereof  shall  have  made  the 
provision  herein  before  specified,  to  pay  and  discharge  the  interest 
and  principal  of  such  debt  and  liability. 

The  money  arising  from  any  loan  or  stock  creating  such  debt 
or  liability,  shall  be  applied  to  the  work  or  object  specified  in  the 
act  authorizing  such  debt  or  liability,  or  for  the  repayment  of  such 
debt  or  liability,  and  for  no  other  purpose  whatever. 

No  such  law  shall  be  submitted  to  be  voted  on,  within  three 
months  after  its  passage,  or  at  any  general  election,  when  any  other 
law,  or  any  bill,  or  any  amendment,  to  the  constitution,  shall  be 
submitted  to  be  voted  for  or  against. 

Sec.  14.  On  the  final  passage,  in  either  house  of  the  legislature, 
of  every  act  which  imposes,  continues,  or  revives  a  tax,  or  creates 
a  debt  or  charge,  or  makes,  continues,  or  revives  any  appropriation 
of  public  or  trust  money,  or  property;  or  releases,  discharges,  or 
commutes  any  claim  or  demand  of  the  state,  the  question  shall  be 
taken  by  ayes  and  noes,  which  shall  be  duly  entered  on  the 
journals,  and  three-fifths  of  all  the  members  elected  to  either 
house,  shall  in  all  such  cases,  be  necessary  to  constitute  a  quorum 
therein. 

In  view  of  the  record  of  events  contained  in  the  other  sections  of 
this  chapter,  there  is  little  need  of  commenting  upon  these  consti¬ 
tutional  restrictions.  The  debate  in  the  convention  and  the  new 
sinking  fund  provisions,  however,  require  brief  notice. 

Comments  in  the  Convention 

The  feeling  of  the  convention  towards  the  use  of  public  credit 
was  revealed  more  by  its  debate  over  the  proposed  limitations  upon 
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the  absolute  power  of  the  legislature  to  contract  debts  than  at  any 
part  of  its  proceedings.  The  previous  provisions  had  been  adopted 
without  debate,  but  when  the  finance  committee  introduced  the 
question  of  limiting  legislative  power  several  factions  developed 
in  the  convention.  A  Mr.  Shepard  proposed  an  amendment  that 
would  have  prohibited  the  incurrence  of  debts  of  any  nature  in 
the  future,  except  for  the  war  emergency  or  deficit  purposes  previ¬ 
ously  mentioned.  His  amendment  and  the  support  it  received,  31 
out  of  104  votes,  are  significant.  The  reaction  against  indiscrim¬ 
inate  borrowing  was  now  expressing  itself  and  it  struck  against 
any  use  whatever  of  the  state’s  credit.  It  was  natural  that  those 
who  believed  that  New  York  should  never  “  incur  any  other  debt 
to  the  amount  of  a  single  dollar”  should  be  those  who  held  a  nar¬ 
row  conception  of  the  functons  of  government.  If  the  sole  duty  of 
the  state  was  “the  protection  of  the  individuals  that  constitute  it 
in  the  enjoyment  of  their  rights,”  the  logical  conclusion  followed 
that  the  government  should  not  have  “the  power  to  embark  on  the 
construction  of  any  long  public  work  that  would  run  it  into  debt.  ’  ’ 
The  convention,  however,  refused  to  accede  to  this  view,  defeating 
the  Shepard  amendment  73  to  31.* * * § 

The  finance  committee  recommended  the  limitation  of  debt  cre¬ 
ating  power  by  prohibiting  the  contraction  of  any  debts,  except 
for  war  emergencies  or  deficits,  without  the  previous  approval 
of  the  people  at  a  popular  election. f  The  provision  was  drawn 
with  unusual  care.  In  order  to  secure  a  full  expression  of  popular 
sentiment  on  a  proposed  bond  issue,  the  procedure  required  the 
referendum  at  a  general  election  on  the  theory  that  a  special  elec¬ 
tion  rarely  commands  the  wide  interest  that  is  called  forth  by  a 
general  vote.  Again,  the  proposal  is  required  to  be  before  the 
people  at  least  three  months  before  the  vote.  The  “snap  election” 
was  to  be  avoided.  To  center  popular  attention  upon  the  subject 
only  one  bond  proposal  was  to  be  submitted  at  a  given  election, 
and  a  constitutional  amendment  could  not  be  voted  on  at  the  same 
time.  The  committee’s  recommendation  was  adopted  by  a  vote 
of  72  to  36.$ 

The  referendum  requirement  did  not  find  favor  among  those  who 
saw  no  evil  in  continued  borrowing  by  the  state  along  the  old 
unrestrained  lines.  It  was  maintained  that  emergencies  would 
frequently  require  resort  to  borrowing  before  a  popular  vote  could 
be  had  and  that  the  referendum  nullified  the  representative  theory 
of  government  under  which  New  York  had  governed  itself  for 
seventy  years.  These  plans  proved  ineffectual,  the  motion  to 
strike  out  the  referendum  clause  being  voted  down  34  to  70.  § 

These  votes  indicate  that  the  preponderant  sentiment  of  the 
convention,  represented  by  about  two-thirds  of  its  membership, 
took  a  position  between  those  who  favored  the  continuance  of  abso- 

*Debates  and  Proceedings  of  the  New  York  State  Constitutional  Conven¬ 
tion  of  1846,  p.  726. 

tConstitution  of  1846,  Art.  VII,  sec.  6. 

t  Debates  and  Proceedings,  etc.,  p.  726. 

§  Op.  cit.  p.  730.  .  .. 
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lute  legislative  power  to  contract  debt  and  those  who  wished  to 
deny  any  debt  creating  power  to  the  state.  Intimate  contact  by 
the  convention  members  with  state  problems  had  shown  them  the 
necessity  of  an  occasional  use  of  credit.  Appalled  by  the  conse¬ 
quences  of  the  past  borrowing  policy,  however,  they  turned  to  the 
referendum  as  a  method  of  slowing  up  the  movement  and  subject¬ 
ing  it  to  the  scrutiny  of  public  examination,  in  the  expectation 
that  the  process  would  weed  out  loans  for  unworthy  projects.  It 
may  be  futile  to  speculate  as  to  whether  a  referendum  on  the 
loans  incurred  during  the  two  decades  previous  to  the  convention 
would  have  resulted  in  any  change  in  what  actually  occurred.  The 
state  officers  were  undoubtedly  representative  of  the  will  of  the 
people  in  embarking  upon  canal  building.  The  temper  of  the 
people  in  New  York  and  other  states  was  so  strongly  in  favor  of 
internal  improvements  that  popular  sentiment  would  have  broken 
through  any  constitutional  restriction,  short  of  an  absolute  denial 
of  the  use  of  the  state’s  credit.  The  real  test  of  the  referendum 
provision  is  to  be  found  in  the  years  following  its  adoption,  when 
the  policy  of  the  state  was  worked  out  under  its  procedure. 

Systematic  Sinking  Fund  Provisions 

Prior  to  the  1846  constitution,  debt  redemption  was  largely  hap¬ 
hazard.  When  there  was  a  direct  tax  and  a  surplus,  the  general 
fund  debt  was  reduced ;  when  there  was  none,  repayment  was  post¬ 
poned.  A  direct  tax  or  heavy  canal  tolls  were  used  to  retire  the 
canal  debt ;  the  absence  of  one  or  the  other  resulted  in  the  evasion 
of  prompt  payment.  And  for  the  redemption  of  the  debt  con¬ 
tracted  for  the  Erie  canal  enlargement,  the  state  was  relying  upon 
future  and  hypothetical  canal  surpluses.  The  canal  fund,  more¬ 
over,  was  not  a  sinking  fund.  The  amount  in  the  fund  had  no 
specific  relation  to  debt  requirements.  It  is  essentially  a  con¬ 
struction  and  maintenance  fund  whose  debt  redemption  function 
was  incidental  and  included  only  because  no  other  provision  had 
been  made  for  this  purpose. 

A  mechanism  for  the  repayment  of  debt  was  definitely  estab¬ 
lished  by  the  convention.  The  maximum  time  for  which  bonds 
could  be  issued  was  placed  at  eighteen  years, *  and  two  sinking 
funds  were  set  up.  A  canal  sinking  fund  was  to  be  formed  by  the 
diversion  of  $1,300,000  annually  of  canal  receipts  from  1846  to 
1855,  and  after  that  date  of  $1,700,000  yearly  until  the  debt 
should  be  paid.f  Secondly,  a  general  sinking  fund  was  set  up  into 
which  $350,000  was  to  be  paid  annually  until  the  canal  debt  had 
been  amortized,  after  which  the  amount  would  be  raised  to 
$1,500, 000. t  This  fund  was  for  the  redemption  of  the  bonds  out¬ 
standing  for  contingent  debts  and  loans  to  private  corporations. 

The  use  of  canal  funds  for  the  two  purposes  which  had  so  seri¬ 
ously  interfered  with  debt  redemption  was  dealt  with  rigidly. 


^Constitution  of  1846,  Art.  VII,  sec.  6 
fOp.  cit.  Art.  VII,  sec.  1. 

$Ibid.,  Art.  VII,  sec.  2. 
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The  legislature  was  prohibited  from  using  canal  revenue  for  cur¬ 
rent  purposes  until  all  canal  expenses  and  sinking  fund  quotas 
had  been  met.  Then  the  amount  of  surplus  tolls  that  could  be  ex¬ 
pended  for  current  expenses  was  limited  to  $200,000  annually, 
though  after  the  canal  and  general  debts  had  been  amortized,  it 
could  be  increased  to  $672,500.  Only  the  remainder  of  the  canal 
revenues,  after  making  these  various  deductions,  was  to  be  avail¬ 
able  for  canal  construction.  To  finish  the  enlargement  of  the  Erie 
and  complete  the  Genesee  Valley  and  Black  River  canals,  moneys 
could  be  derived  only  from  this  surplus  or  from  the  general  tax 
revenues  of  the  state. 

Significance  of  Debt  Restrictions 

The  new  constitutional  provisions  were  like  the  orders  of  a  drill 
sergeant,  1 1  Right  about — Face ! ’  ’  The  outstanding  financial 
abuses  of  the  years  1826  to  1846  were  dealt  with  sternly  and  the 
precise  restrictions  which  the  legislature  had  refused  to  impose 
were  written  into  the  fundamental  law.  Until  1846  the  legislature 
had  practically  a  free  rein  with  the  state’s  credit;  in  the  new  con¬ 
stitution  the  people  took  to  themselves  the  right  to  approve  or  veto 
specific  loan  proposals.  The  credit  of  the  state  had  been  used 
regularly  to  balance  the  budget  and  to  meet  debt  obligations  in  place 
of  taxation ;  under  the  new  provisions  such  borrowing  was  impos¬ 
sible  in  any  large  amount  except  in  an  emergency.  The  credit  of 
the  state  had  been  extended  freely  and  disastrously  to  private  en¬ 
terprises;  but  now  this  was  entirely  proscribed.*  And  finally  a 
definite  plan  of  debt  redemption  was  placed  in  the  constitution. 
These  constitutional  restrictions  together  constitute  the  most 
drastic  action  which  has  been  taken  in  the  financial  history  of  the 
state.  They  followed  a  period  of  virtual  bankruptcy  and  led 
finally  to  the  complete  extinguishment  of  the  state  debt. 

*The  vote  of  the  convention  on  the  provision  prohibiting  the  loaning  of 
the  credit  of  the  state  was  unanimous,  after  but  ten  minutes  of  debate  on 
the  phraseology  of  the  paragraph. 
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CHAPTER  II 


THE  REDEMPTION  OF  THE  STATE  DEBT  1847-1894 

A  new  era  in  state  debt  history  began  with  1847.  It  is  the 
great  era  of  debt  redemption  and  resulted  in  the  virtual  extin¬ 
guishment  of  the  stat£  debt  by  1894.  The  financial  problems  of 
this  period  centered  about  the  completion  of  the  canal,  the  canal 
debt,  the  abolition  of  canal  tolls,  and  the  retirement  of  the  general 
fund  debt.  The  normal  course  of  events  was  disturbed  some¬ 
what  by  the  Civil  War,  and  toward  the  end  of  the  period  the 
developing  interest  in  parks  and  forests  resulted  in  the  first  debts 
for  conservation.  But  these  new  borrowings  as  well  as  the  old 
obligations  were  liquidated  by  1894.  It  is  not  to  be  inferred, 
however,  that  the  story  of  this  period  is  a  consistent  record  of 
conservative  finance.  Many  of  the  old  unsound  practices  were 
continued  and  funds  and  loans  and  revenues  were  juggled  much 
as  before  in  spite  of  constitutional  prohibitions.  But  even  so, 
order  finally  emerged  from  the  chaos  and  the  debts  were  paid 
off.  In  the  following  sections  the  events  leading  up  to  this  final 
result  are  reviewed. 


CANAL  DEBT,  1847-1893 

Completion  of  Enlargement  of  Erie  Canal,  1847-1862 

Active  prosecution  of  the  enlargement  of  the  Erie  canal  was 
resumed  in  1847,  the  year  following  the  constitutional  convention. 
Since  under  the  constitutional  requirements  for  sinking  funds, 
only  excess  canal  revenues  were  available  for  construction,  the 
state  had  before  it  a  clearly  defined  course  for  completing  the 
enlargement.  Impatience  was  at  once  felt  at  the  retarded  con¬ 
struction  this  course  made  necessary.  The  legislature  began  to 
anticipate  canal  revenues  by  appropriating  the  expected  surplus 
of  the  following  year.  When  this  course  had  used  up  all  the 
revenues  for  the  ensuing  year,  Governor  Pish,  in  1851,  recom¬ 
mended  that  the  state  sell  in  advance,  that  is,  capitalize,  the  rev¬ 
enues  which  were  allocated  by  the  constitution  to  construction  pur¬ 
poses  by  issuing  stock  certificates  to  individual  purchasers. 

A  special  session  of  the  legislature  was  called  in  1851  following 
the  defeat  of  the  plan  at  the  regular  session,  and  the  comptroller 
was  authorized  to  sell  $3,000,000  worth  of  certificates  a  year  for 
three  years.  Within  a  year  the  state  had  disposed  of  $1,500,000 
of  such  certificates.  The  act  was  plainly  a  means  of  evading  the 
constitutional  disposition  of  canal  funds,  for  the  certificates  were 
in  effect  state  obligations  even  though  on  their  face  they  did  not 
pledge  the  credit  of  state.  A  test  case  being  instituted,  the  court 
of  appeals  held  the  law  unconstitutional. 
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Canal  construction  was  therefore  again  at  a  virtual  standstill. 
The  canal  surplus  was  too  small  to  speed  the  work,  because  the 
revenues  were  largely  absorbed  by  interest  payments  and  sinking 
fund  instalments.  And  so  it  was  that  the  accumulated  debt 
forced  the  state  to  a  new  issue  of  bonds.  This  was  voted  in  1854 
when  bonds  for  $10,500,000  were  authorized  of  which  $9,000,000 
was  for  canal  enlargement  and  $1,500,000  for  the  redemption  of 
the  voided  stock  certificates.  Contracts  were  soon  let  almost  up 
to  the  full  amount  of  the  principal  of  the  issue. 

The  attitude  of  the  legislature  toward  the  sinking  funds  was 
curious.  An  act  of  1853  authorized  the  comptroller  to  invest  the 
assets  of  the  fund  in  canal  construction  and  later  to  reimburse 
the  sinking  fund  by  the  proceeds  of  a  direct  tax.  Though  the 
diversion  of  the  fund  assets  continued,  the  fund  borrowing  did 
not  appreciably  increase  the  amounts  available  for  construction 
and  the  state  officials  resorted  to  other  expedients  to  raise  money. 
Canal  tolls  were  declining,  so  in  order  to  meet  the  constitutional 
requirements  for  sinking  fund  and  debt  payments,  a  direct  tax 
was  imposed  in  1856  which  was  continued  every  year  to  1882, 
with  the  exception  of  1877. 

The  pressure  for  the  completion  of  the  enlargement  led  to  in¬ 
defensible  borrowing  by  the  canal  commissioners  as  well.  Without 
either  constitutional  sanction  or  legislative  authority  they  bor¬ 
rowed  to  pay  current  bills  of  canal  contractors.  The  comptroller’s 
report  of  1859  declared  that  a  “floating  debt  consisting  of  drafts 
drawn  by  canal  commissioners  for  work  on  canals  and  unpaid 
claims  for  appropriations  of  private  property  amount  to  $2,000,- 
000,  exclusive  of  a  large  amount  of  unappraised  land  damages. 
The  debt  is  beyond  the  appropriations  of  the  legislature.”  Gov¬ 
ernor  Morgan,  in  a  message  of  the  same  year,  calling  attention  to 
the  violation  of  the  constitutional  requirement  that  new  bond 
issues  were  not  valid  without  popular  approval,  said  that  “with¬ 
out  this  power  to  create  debt,  a  debt  has  been  created  for  canal 
purposes  without  the  means  of  payment,  or  at  the  command  of 
those  who  made  it.”  A  statute  authorizing  a  loan  of  $2,500,000  to 
wipe  out  the  floating  debt  was  presented  at  a  special  election 
in  1859,  and  approved  by  a  vote  of  125,370  to  77,466.  To  guard 
against  a  recurrence  of  borrowing  of  this  nature,  an  act  was 
passed  by  the  1859  legislature  prohibiting  the  creation  of  such 
debts  in  the  future,  the  governor  commenting  that  this  law  ‘  ‘  doubt¬ 
less  constituted  much  to  induce  people  to  authorize  the  payment 
of  those  (debts)  which  existed. 

The  creation  of  a  floating  debt,  the  marked  decline  in  toll  rev¬ 
enues,  and  the  exceeding  of  the  $1,000,000  constitutional  limit  by 
the  legislature  in  temporary  borrowing  had  an  adverse  effect  on 
the  state’s  credit.  State  Comptroller  Church,  reporting  to  the 
1859  legislature,  concluded:  “thus  it  is  seen  that  the  debt  of  the 
state  has  swelled  to  nearly  34  millions  with  the  almost  certain 
prospect  of  its  reaching  40  millions  while  the  entire  revenues  are 
not  sufficient  to  discharge  one-half  the  interest ;  that  a  large  portion 
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of  this  debt  has  been  incurred  without  providing  means  for  pay¬ 
ing  interest;  that  loans  made  under  questionable  authority  have 
been  resorted  to  for  this  purpose  and  a  floating  debt  of  two 
millions  created  in  violation  of  the  constitution;  the  drafts  for 
which  .  .  .  are  being  hawked  about  for  sale  at  a  discount  of 

from  5  to  10  per  cent.” 

For  once  the  canal  revenues  came  to  the  rescue.  In  1860  they 
increased  materially  and  maintained  a  high  mark  during  the 
Civil  War.  The  enlarged  income  from  tolls,  as  well  as  a  drop  in 
expenses  for  repairs,  enabled  the  canal  commissioners  to  prosecute 
the  work  more  rapidly.  In  1862,  twenty-seven  years  after  it 
was  instituted,  the  enlargement  was  declared  officially  completed. 
The  cost,  originally  estimated  at  twelve  and  a  half  millions,  had 
actually  exceeded  thirty  millions. 

Redemption  of  Canal  Debt,  1862-1892 

The  high  mark  of  tolls  during  the  canal  history  was  reached 
in  1863,  when  $5,028,431.32  was  received.  The  annual  income 
then  began  to  drop,  principally  because  of  railroad  competition, 
and  in  1870  it  was  barely  above  $3,000,000;  In  that  year  the 
legislature  sought  to  hasten  the  redemption  of  the  canal  debt, 
which  the  smaller  tolls  retarded,  by  submitting  to  the  people  a 
law  authorizing  the  issuance  of  bonds  for  the  outstanding  canal 
and  general  fund  debts.  The  bonds  were  to  run  eighteen  years 
and  were  not  to  be  paid  for  by  the  slow  accumulation  of  revenues 
in  the  sinking  fund  from  canal  earnings  but  were  to  be  sup¬ 
ported  by  taxation,  though  canal  tolls  were  to  be  used  up  to  the 
amount  received.  The  proposal  was  defeated  by  a  vote  of  253,992 
to  329,237,  and  the  state  was  forced  temporarily  to  continue 
under  the  plan  of  the  1846  constitution  to  redeem  the  debt  from 
canal  revenue. 

The  policy  of  using  the  assets  of  the  sinking  funds  for  cur¬ 
rent  expenses  and  later  restoring  the  funds  from  taxes  continued 
intermittently.  The  borrowings  were  termed  “investments  of 
the  sinking  fund  in  taxes’ ’ — euphemistically  enough,  for  the 
“earnings”  on  these  investments  came  chiefly  in  the  form  of  re¬ 
curring  deficits  in  the  sinking  funds  which  had  to  be  covered 
by  special  tax  levies.  Governor  John  A.  Dix  sent  a  special 
message  to  the  legislature  in  1872,  and  pointing  out  that  the  ag¬ 
gregate  amount  in  the  funds  should  have  been  $15,594,901.55 
said  that  he  “found  nearly  two-thirds  of  the  amount  existed 
only  on  paper  and  that  the  moneys  belonging  to  them  had  been 
consumed  in  defraying  the  current  expenses  of  government  in 
direct  violation  of  the  constitutional  requirement.”  The  money 
had  been  spent  for  appropriations  which  exceeded  the  revenues 
of  the  state.  In  consequence,  the  legislature  of  1872  authorized 
a  tax  of  three  and  a  half  mills  on  the  dollar  of  assessed  valuation 
so  as  to  secure  $4,700,000  for  the  general  sinking  fund  and  $2,600,- 
000  for  the  canal  sinking  fund.*  The  constitutional  commission 


•Senate  Doc.  29,  1874. 
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of  the  same  year  proposed  an  amendment  which  guaranteed  the 
inviolability  of  the  sinking  funds.  The  proposal  adopted,  in 
the  1874  election  prohibited  the  use  of  the  fund  in  any  manner 
“other  than  for  the  specific  purpose  for  which  it  shall  have 
been  provided.’ ’ 

The  Abolition  of  Tolls 

Canal  tolls  were  abolished  in  1882.  This  made  necessary  some 
new  provision  for  redeeming  the  canal  debt,  which  then  amounted 
to  $8,983,360.  Forty  years  of  competition  with  the  railroads 
had  made  toll  abolition  inevitable.  When  charters  were  first 
granted  to  the  railroads  the  state’s  officials  were  fully  aware 
of  the  potential  competition  to  the  canals  afforded  by  this  new 
method  of  transportation.  To  protect  the  canal  traffic,  there¬ 
fore,  a  stipulation  was  included  in  the  charters  granted  to  the 
railroads,  beginning  in  1833,  to  the  effect  that  they  should  pay 
to  the  canal  commissioners  sums  equal  to  the  canal  tolls  payable 
just  as  if  the  goods  had  been  transported  via  the  Erie  canal. 
This  policy  was  extended  by  a  statute  adopted  in  1847  to  in¬ 
clude  most  of  the  railroads  competing  with  the  Erie  and  the 
Oswego  canals.  During  the  four  years  that  this  law  was  in 
operation  $661,682.50  was  turned  over  to  the  canal  fund  by  the 
railroads.*  The  failure  to  acquire  all  lines  in  competition  with 
the  canals  to  pay  “toll  equivalents”  as  well  as  the  difficulty  of 
collecting  the  charges  resulted  in  the  repeal  of  the  law  in  1851. 

During  the  following  thirty  years  railroad  competition  became 
so  severe  that  tolls  were  reduced  to  underbid,  if  possible,  the 
railroad  lines.  During  the  last  six  years  of  toll  payments  the 
receipts  were  less  than  a  million  dollars  annually,  comparing 
with  an  annual  revenue  of  from  three  to  five  million  dollars 
during  the  sixties.  Besides,  the  canals  carried  a  decreasing  pro¬ 
portion  of  the  total  traffic  despite  greatly  lowered  rates.  From 
transporting  81.1  per  cent  of  the  traffic  in  1853,  their  proportion 
declined  to  34.9  per  cent  in  1873. f  By  1880  the  New  York 
Central  and  the  Erie  Railroads  transported  over  four  times  the 
canal  traffic  in  comparison  with  an  equal  amount  at  the  beginning 
of  the  Civil  War. 

An  unsuccessful  effort  had  been  made  partially  to  relieve  the 
canals  of  the  debt  service  and  to  provide  taxes  for  their  support 
by  a  constitutional  amendment  defeated  in  1870.  The  movement 
for  the  more  radical  change  of  abolishing  tolls  gained  force. 
The  advocates  of  this  measure,  under  the  leadership  of  Samuel 
J.  Tilden,  urged  the  move  on  the  general  ground  of  the  stimula¬ 
tion  to  commerce.  In  addition  canal  finances  were  badly  tangled ; 
the  tolls  revenue  in  1880  was  insufficient  to  pay  all  operating  ex¬ 
penses  as  well  as  the  canal  debt  service.  In  1882  the  proposed 
constitutional  amendment  secured  the  second  necessary  legislative 
approval,  and  it  was  adopted  at  the  fall  election  by  a  vote  of 
486,105  to  163,151. 


•Lincoln,  op.  Cit.,  Vol.  2,  p.  618. 

tWaterways  vs.  Railways,  by  H.  G.  Moulton,  p.  71. 
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Coupled  to  Section  3  of  Article  VII,  which  provided  for  the 
abolition  of  tolls,  were  Sections  5  and  6,  which  repealed  the  pro¬ 
vision  limiting  canal  expenditures  to  canal  revenues  and  author¬ 
ized  general  taxation  for  canal  maintenance  and  debt  service. 
Lincoln,  in  his  authoritative  study  of  the  state’s  constitutional 
historjq  expresses  doubt  as  to  whether  these  two  sections  were, 
in  fact,  legally  adopted.*  The  legislature  did  not  include  all 
three  sections  in  the  act  submitted  to  the  people.  In  only  four 
counties  (Monroe,  Orange,  Putnam,  and  St.  Lawrence)  were  they 
all  on  the  ballot.  The  vote  of  9,609  for  and  20,061  against  the 
amendment  in  these  counties  may  or  may  not  be  indicative  of 
what  would  have  happened  had  the  ballots  throughout  the  state 
carried  all  the  provisions.  The  companion  sections,  however, 
were  essential  to  the  operation  of  the  canals,  and  the  state  board 
of  canvassers  in  its  election  certificate  declared  all  three  pro¬ 
visions  adopted.  During  the  next  twelve  years,  under  this  some¬ 
what  dubious  constitutional  sanction,  the  general  revenues  bore 
all  canal  charges,  including  debt  redemption. 

Of  the  ninety  million  dollars  which  had  been  contributed  to  the 
various  sinking  funds  from  1846  to  1882  for  the  amortization 
of  debt  (exclusive  of  interest  payment),  less  than  one-half  or 
forty-three  millions  had  been  derived  from  canal  tolls;  taxes 
supplied  over  thirty-six  millions;  the  remainder  came  from  mis¬ 
cellaneous  sources,  as  temporary  loans.  The  concluding  payments 
for  the  sinking  funds  were  made  from  the  general  treasury  dur¬ 
ing  the  remaining  eleven  years  of  the  life  of  the  canal  debt.  The 
final  instalment  matured  October  1,  1893.  The  payment  of  this 
freed  the  state  from  the  canal  debt  for  the  first  time  in  seventy- 
six  years,  f 

The  one  major  variable  which  had  influenced  the  course  of 
redemption  of  the  canal  debt  from  the  adoption  of  a  systematic 
sinking  fund  procedure  in  1846  was  the  size  of  the  canal  revenue. 
In  the  later  forties  and  the  fifties  the  amount  of  tolls  was  not 
in  itself  adequate  for  maintenance  as  well  as  construction.  Ac¬ 
cordingly,  the  malpractices  of  fund  management,  the  growth  of  a 
floating  debt,  and  the  resort  to  additional  borrowing  were  found 
in  the  fiscal  record  of  the  period.  The  abundant  toll  revenues 
of  the  sixties,  combined  with  completion  of  the  enlargement  in 
1862,  solved  the  problem  for  the  decade,  and  redemption  of  debt, 
followed  the  channels  marked  out  for  it  by  the  1846  constitution. 
In  the  seventies,  the  decline  of  revenues  carried  in  its  train  sink¬ 
ing  fund  abuses  and  failure  to  maintain  properly  the  canal  equip¬ 
ment.  On  assumption  of  the  burden  by  general  taxation  in  the 
eighties,  debt  redemption  was  carried  through  to  completion  with¬ 
out  noteworthy  incident. 

•Lincoln,  op.  cit.  Vol.  2.  pp.  648-649. 

t  New  York  Assembly  Documents,  1906,  Yol.  5,  pp,  1067-1068, 
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RETIREMENT  OF  GENERAL  FUND  DEBT,  1847-1891 
Plan  of  Redemption 

When  the  constitution  of  1846  was  drafted  the  state  faced  the 
problem  of  redeeming  the  debt  of  the  general  fund,  which  as  we 
have  seen,  had  been  created  largely  as  a  result  of  loans  to  private 
corporations  and  temporary  loans  from  trust  and  sinking  funds. 
The  constitution  had  established  a  sinking  fund  into  which 
$350,000  was  to  be  paid  annually  until  the  canal  sinking  fund 
requirements  were  met,  after  which  the  annual  contribution  was 
to  be  $1,500,000.  The  instalments  were  met  annually,  the  canals 
contributing  $13,834,637  in  all  to  the  general  fund  debt.  Never¬ 
theless,  an  examination  of  the  assets  during  the  administration 
of  Governor  Dix  in  1872  disclosed  gross  deficiencies.  A  special 
tax  was  levied  to  rectify  the  deficiency  and  a  constitutional 
amendment  was  adopted  to  prevent  its  recurrence. 

Early  Payments 

The  initial  steps  toward  redemption  of  this  debt  under  the 
constitutional  procedure  were  taken  in  1848  and  1849,  when  two 
payments  were  made  totalling  $348,107,  to  redeem  bank  stock. 
The  payment  of  a  like  sum  in  1854  retired  all  debt  of  this  nature. 
The  first  payment  on  the  $3,000,000  debt  of  the  New  York  and 
Erie  railroad  was  for  $271,000  in  1858.  Though  the  bulk  of 
this  debt  was  retired  within  a  few  years,  the  final  instalment  was 
not  paid  until  1871.  Other  bonds  for  railroad  debt  were  re¬ 
deemed  when  the  Ithaca  and  Oswego  stock  was  retired  in  1863 
and  1864  and  the  Canajoharie  and  Catskill  bonds  were  paid  in 
1858  and  the  two  following  years.  The  original  indebtedness 
of  the  general  fund,  that  of  $561,500  to  John  Jacob  Astor,  was 
not  redeemed  until  1876. 

Sinking  Fund  Deficiencies 

One  test  of  the  management  of  the  debt  during  the  period  is 
the  extent  of  borrowing  for  sinking  fund  deficiencies.  In  1852  the 
first  deficiency  bonds  were  issued  for  $432,961.05.  During  the 
decade  the  total  outstanding  gradually  rose  to  over  two  million 
dollars.  Loans  from  the  sinking  funds  in  1860  and  1861  increased 
it  to  $4,880,848.82  in  1862,  at  which  figure  it  remained  constant 
for  five  years.  Only  by  1867,  fifteen  years  after  the  first  deficiency 
bonds  were  issued,  did  redemption  begin  in  earnest.  The  debts 
were  wiped  out  ten  years  later. 

It  need  hardly  be  said  that  the  borrowing  from  sinking  funds 
for  current  purposes  was  a  violation  of  the  constitution.  The  1846 
convention  had  established  the  sinking  funds  particularly  for  the 
canals,  so  as  to  distinguish  between  moneys  for  current  operation 
or  construction  and  those  for  debt  retirement.  The  defeat  of  the 
constitutional  intent  was  continuous  during  most  of  the  years 
down  to  1872.  New  York  was  not  the  only  state  guilty  of  such 
financing  during  the  period.*  The  constitutional  amendment 


•See  E.  L.  Bogart,  History  of  State  Debt  in  Ohio. 


Taxation  and  Retrenchment 


53 


declaring  all  sinking  fund  assets  inviolate  came  only  after  the 
shock  of  the  revelation  of  their  misuse.  It  is  something  that  the 
amendment  when  adopted  was  faithfully  observed  and  the  process 
of  debt  redemption  completed  without  further  scandal. 

The  same  legislature  which  received  Governor  Dix’s  report  on 
sinking  fund  deficiencies  worked  out  a  new  and  elaborate  scheme 
for  covering  up  the  deficiencies  in  various  funds  and  expenditure 
accounts.  A  proposal  adopted  and  submitted  to  the  people  for 
approval  provided  for  a  debt,  not  in  excess  of  $6,600,000,  the  pro¬ 
ceeds  of  which  were  to  pay  the  floating  indebtedness  of  the  state, 
the  estimated  liabilities  for  the  current  fiscal  year,  several  canal 
appropriations,  and  interest  on  the  canal  debt — nineteen  separate 
items  in  all. 

After  the  act  was  approved,  by  a  vote  of  88,082  to  32,758,  but 
before  it  went  into  operation,  it  was  carried  to  the  courts  and 
declared  unconstitutional  for  two  reasons.  It  had  been  submitted 
at  an  election  at  which  a  constitutional  amendment  had  been  voted 
upon.  In  addition  it  had  clearly  violated  the  requirement  that 
not  more  than  one  object  should  be  contained  in  a  proposal 
authorizing  a  debt.  The  opinion  of  the  court  was  highly  impor¬ 
tant  in  affirming  this  vital  phase  of  the  debt  procedure  prescribed 
by  the  1846  constitution,  and  reaffirmed  since  by  every  succeeding 
constitutional  convention.  “The  debt  to  be  created,”  the  court 
said,  “must  be  for  some  single  object  to  be  distinctly  specified  in 
the  law.  No  more  stringent  provision  could  be  devised  to  secure 
to  the  electors  the  information  necessary  to  an  intelligent  expres¬ 
sion  of  their  will.  .  .  .  The  design  of  the  constitution  was  that  the 
specified  purpose  of  the  debt  should  be  specified  in  the  act  that  the 

legislature  and  the  people . could  read  it  there ;  and  a 

departure  from  the  letter  of  the  provision  may  frustrate  its  intent. 
The  constitution  would  be  of  little  value  as  a  restraint  upon  the 
debt  creating  power  if  it  could  be  evaded  by  bringing  together  in 
one  law  distinct  appropriations  of  different  amounts  for  a  canal 
in  one  part  of  the  state,  in  aid  of  a  railroad  in  another,  building 
a  lunatic  asylum  in  another,  and  a  state  prison  and  normal  school 
building  in  still  other  parts.”* 

The  payment  of  the  last  of  the  bonds  for  sinking  fund  defi¬ 
ciencies  in  1877  freed  the  state  from  general  fund  indebtedness, 
except  for  the  capitalized  annuity  to  the  Indians,  which  was  not 
really  a  funded  obligation.!  The  period  from  1866  to  1877, 
inclusive,  was  distinctly  one  of  rapid  retirement,  as  the  decade 
previous  to  1865  had  been  one  of  a  stationary  debt.  Not  only 
the  general  fund  debt,  but  the  contingent  debt  as  well,  and  all  but 
$11,000  of  the  Civil  War  bounty  debt,  was  retired  during  these 
eleven  years,  while  the  canal  debt  was  halved.  Altogether,  a  total 
debt  of  $51,753,082  (the  largest  amount  outstanding  until  1910) 
was  reduced  to  only  $9,154,055.  The  task  of  retiring  this  more 
than  42  millions  of  debt  was  accomplished  with  ease.  The 

•People  ex  rel  Hopkina  v.  Supervisors  of  Kings  County,  1873,  52  N.  Y., 
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industrial  development  following  the  Civil  War  had  so  increased 
wealth  that  taxable  capacity  had  risen  greatly.  The  state  was 
making  appropriations  for  all  purposes  on  a  larger  scale.  In  the 
decade  from  1866  to  1875  the  tax  levies  reached  a  total  of  132  mil¬ 
lions.  The  comptroller  later  pointed  out  that  78  millions  of  this 
sum  were  for  new  activities  or  special  projects,  as  charities  and 
buildings,  such  as  had  not  previously  been  objects  of  state  appro¬ 
priations.* 


CIVIL  WAR  BOUNTY  DEBT 

War  Expenses 

During  the  Civil  War  the  state  met  its  emergency  expenses 
largely  from  the  current  revenues  of  the  treasury.  This  followed 
the  precedents  of  the  War  of  1812,  when  the  expenditures  for 
defensive  purposes,  ranging  from  $101,613  to  $322,275  annually, 
were  paid  from  current  receipts.!  Following  the  outbreak  of 
hostilities  in  1861,  New  York  appropriated  $3,000,000  to  furnish 
troops  and  finance  other  war  projects.  The  total  New  York  State 
expenditures  for  Civil  War  purposes  are  estimated  at  nearly 
$15,000,000,  in  addition  to  the  proceeds  of  the  bounty  loan. 

Competitive  Bonuses  and  State  Assumption 

In  the  summer  of  1862,  President  Lincoln  made  two  calls  for 
troops,  New  York  State’s  quota  being  120,000  men.  In  its 
anxiety  to  fill  its  quota  immediately  and  thus  avoid  conscription 
the  state  decided  to  offer  bounties  to  volunteers.  Payment,  how¬ 
ever,  could  not  be  made  without  legislative  authority.  The  Com¬ 
mercial  Bank  of  Albany,  assuming  the  risk  of  reimbursement, 
offered  to  advance  the  sum  needed.  Accordingly,  on  July  17, 
1862,  Governor  Morgan  offered  a  bounty  of  $50  to  every  volunteer 
in  the  state  for  the  Union  armies.  The  legislature  of  the  follow¬ 
ing  year  appropriated  $3,600,000  and  the  Albany  bank  was  reim¬ 
bursed.  From  1862  to  1864  the  state  appropriated  a  further 
$9,076,373  from  current  revenue  for  bounty  payments.  But  in 
1864  the  legislature  authorized  the  governor  to  borrow  without 
setting  a  limit  on  the  amount.  By  this  time  the  bounty  system 
had  become  highly  objectionable  in  certain  respects.  Both  the 
counties  and  the  municipalities  were  ,  offering  bounties,  the 
localities  bidding  against  each  other  in  order  to  fill  their  quotas 
promptly.  Naturally  the  recruits  held  back  until  competition 
had  forced  up  the  offers.  Bounty  payments  were  thus  unequal 
throughout  the  state. 

In  consequence  it  was  decided  that  the  state  must  assume  re¬ 
sponsibility  for1  all  bounties.  Accordingly  a  proposal  was  sub¬ 
mitted  in  1865  for  a  bond  issue,  not  exceeding  $30,000,000,  the 
proceeds  to  be  used  for  offering  new  bounties  and  for  refunding 
the  local  bounties. $  Without  waiting  for  the  necessary  popular 
vote,  the  legislature  determined  that  the  state  should  assume  the 

*  Report  of  the  New  York  State  Com/  X^Fer,  1877,  pp.  12-15, 

t  D.  C,  Sowers,  op.  cit.,  p.  200. 

%  Laws  of  1865,  Chap.  29. 
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liability  for  county  and  municipal  bounty  payments.  A  supple¬ 
mentary  act  was  passed  authorizing’  the  comptroller  to  issue 
bonds  immediately  in  anticipation  of  a  2  per  cent  tax  upon  prop¬ 
erty,  which  according  to  the  plan,  was  to  be  repealed  by  the  next 
legislature  and  the  bonds  redeemed  from  the  proceeds  of  the  bonds 
authorized  at  the  election  if  the  referendum  vote  proved  favorable. 
While  an  appropriation  from  current  tax  revenues  for  bonus  pay¬ 
ments  was  within  the  legitimate  powers  of  the  legislature,  bor¬ 
rowing  upon  legislative  authority  alone  was  a  clear  violation  in 
spirit,  and  probably  in  law,  of  the  constitutional  requirements 
of  a  referendum  to  validate  the  issue  of  bonds.  As  the  original 
proposal  was  approved  by  a  vote  of  393,113  in  the  affirmative 
and  only  48,655  in  the  negative,  the  question  was  not  tested  in 
the  courts.  A  total  liability  of  $27,644,000  was  incurred  under 
the  authority  granted.  A  special  sinking  fund  was  established 
for  the  retirement  of  the  bounty  debt.  Contributions  from  1866 
to  1876  reduced  the  principal  outstanding  to  only  $130,000  in 
1877. *  An  incidental  amount  of  $3,000  remained  unredeemed 
until  1883,  in  which  year  the  bondholders  finally  produced  their 
securities. 

PARKS  AND  FOREST  CONSERVATION 
Land  Sale  Policy,  1789-1883 

The  disposal  of  public  lands  to  private  individuals  was  an  essen¬ 
tial  element  in  the  early  state  policy  of  stimulating  private  enter¬ 
prise.  Through  the  operation  of  homesteads  laws  with  decidedly 
liberal  terms  the  state  induced  farmers  to  settle  the  interior  coun¬ 
ties.  Large  tracts  were  awarded  to  soldiers  for  service  in  the 
Revolutionary  War.  State  land,  at  first  an  asset  of  the  general 
fund,  was  rapidly  sold,  particularly  during  the  years  1785-1805, 
and  the  proceeds  formed  an  important  part  of  the  state’s  income. 
Grants  of  land  were  also  made  for  educational  purposes,  and  in 
1822  practically  all  remaining  state  lands  were  turned  over  to  the 
common  school  fund.  Of  the  30.5  million  acres  within  New  York 
boundaries,  the  state  at  the  time  retained  title  to  less  than  a  million 
acres.  The  settled  policy  of  the  state  for  the  next  sixty  years 
was  to  retain  only  as  much  as  was  required  for  strictly  public 
services. 


*  Don  C.  Sowers,  op.  cit.,  p.  281,  shows  the  annual  contributions  to  the 
fund  as  follows: 


Year  Tax  rate  Amount 


1866  .  2|  mills  per 

1867  .  3  mills  per 

1868  .  2 1  mills  per 

1869  .  2 1  mills  per 

1870  .  2|  mills  per 

1871  .  2  mills  per 

1872  .  2  mills  per 

1873  .  2  mills  per 

1874  .  2  mills  per 

1875  .  2  mills  per 

1876  .  ^  mills  per 


dollar .  $3,188,785 

dollar .  4,892,477 

dollar .  3,749,996 

dollar .  4,101,566 

dollar .  4,096,280 

dollar .  4 , 022 , 974 

dollar .  4,093,710 

dollar .  4,174,068 

dollar .  4 , 251 , 843 

dollar .  4,640,849 

dollar .  805,647 
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The  first  suggestion  of  a  different  attitude  towards  lands  and 
forestry  came  with  the  appointment  in  1872  of  a  park  commission, 
headed  by  former  Governor  Seymour,  “to  inquire  into  the  ex¬ 
pediency  of  the  state  acquiring  title  to  timbered  regions  in  the 
forest  counties.”  The  commission  reported  that  of  an  estimated 
area  of  1,730,000  acres  in  the  Adirondack  region,  all  had  been 
sold  except  39,854  acres. 

The  ruthless  destruction  of  timber  was  condemned,  but  the 
committee,  nevertheless,  declared  that  “the  idea  of  an  unproduc¬ 
tive  and  useless  park,  we  utterly  and  entirely  repudiate.”  In 
1883,  however,  the  state  took  an  affirmative  step  by  withdrawing 
from  sale  all  forest  lands  in  ten  counties.* * * § 

Borrowing  for  Forest  Preserve  and  Niagara  Reservation 

Following  the  withdrawal  of  these  lands  New  York  made  an 
effort  to  reclaim  abandoned  lands  or  secure  title  through  tax  sales. 
By  1883  state  ownership  of  timbered  lands  had  increased  to  751,- 
000  acres  from  40,000  possessed  ten  years  previous.  Governor 
Grover  Cleveland  in  1884  advised  against  the  purchase  of  Adiron¬ 
dack  lands,  but  the  current  legislature  authorized  an  investiga¬ 
tion  of  the  idea  by  a  commission  headed  by  Professor  Sargent  of 
Harvard.  The  commission  concurred  with  Cleveland,  saying  that 
“the  enormous  expenditure  that  would  be  required  and  danger 
of  artificially  enhancing  the  value  of  such  lands  have  convinced 
it  that  the  state  cannot  wisely  enter  upon  such  a  scheme.”  t 

The  following  year,  1885,  the  state  adopted  two  plans  of  major 
importance.  The  first  was  the  authorization  of  a  million  dollar 
bond  issue  for  the  Niagara  Reservation.^  The  bonds  were  re¬ 
deemable  at  the  rate  of  $100,000  yearly  from  1886  to  1895.  In 
1893,  however,  a  surplus  in  the  treasury  made  possible  more  rapid 
redemption  and  the  maturities  of  the  three  following  years  were 
also  retired.  The  other  plan  was  the  passage  of  the  Forest  Pre¬ 
serve  Act,§  the  first  forest  administrative  statute  in  America. 
It  established  a  commission  of  three  members  to  be  appointed  by 
the  governor  and  the  senate  to  have  administrative  charge  of  all 
forest  preserves.  The  law  provided  that  “the  lands  now  or  here¬ 
after  constituting  the  forest  preserves  shall  be  forever  kept  as 
wild  forest  lands.  They  shall  not  be  sold,  nor  shall  they  be  leased 
or  taken  by  any  person  or  corporation.” 

State  Purchase  of  Forest  Land 

From  1872  to  1890  the  state  was  unwilling  to  appropriate  money 
for  the  purchase  of  land,  relying  upon  the  operation  of  tax  laws 
to  secure  title.  Though  large  tracts  of  land  did  come  into  the 
possession  of  the  state  in  this  fashion,  they  did  not  possess  much 
value  because  they  were  largely  stripped  of  timber.  In  1890, 

*Clinton,  Essex,  Franklin,  Fulton,  Hamilton,  Herkimer,  Lewis,  Saratoga, 
St.  Lawrence,  Warren. 

f  C.  Z.  Lincoln,  op.  cit.,  Vol.  3,  p.  415. 

$  Laws  of  1885,  Chap.  182. 

§  Laws  of  1885,  Chap.  283. 
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Governor  Hill  in  a  special  message  informed  the  legislature  that 
a  “state  park  from  fifty  to  seventy  miles  square,  can  be  obtained 
by  the  state  in  that  regon  (Adirondack)  at  a  comparatively  small 
sum.  ”  The  legislature  was  more  disposed  to  favor  purchase  than 
in  1884,  when  there  was  no  adequate  supervision  of  forestry. 
Accordingly,  an  appropriation  of  $25,000  was  made  for  purchase 
of  Adirondack  land  at  prices  not  to  exceed  $1.50  per  acre.* * * §  * 

Two  years  later  the  legislature  established  the  Adirondack 
Park  from  the  lands  within  the  region  for  the  preservation  of  the 
timber  supply  and  the  headwaters  of  chief  rivers,  t  The  forest 
commission  was  authorized  “to  contract  for  the  purchase  of  land 
situated  in  various  places.”  Land  might  be  bought  for  the  park, 
reserving  to  the  owner  only  the  right  to  remove  within  ten  years 
certain  types  of  trees.  Total  expenditures  for  land  purchases 
under  the  laws  of  1890  amounted  to  $23,134.50;  under  the  laws 
of  1892,  $10,090.02;  and  by  the  authorization  of  the  1893  act,t 
$665,781.35.  The<  constitutional  convention  of  1894  reaffirmed 
the  forest  policy  of  the  state  as  it  had  been  expressed  in  the  1885 
act.  It  forbade  the  sale  or  lease  of  lands  which  the  state  then 
owned  or  might  acquire  for  the  forest  preserve  and  prohibited  the 
removing  of  timber  therefrom.  §  The  forestry  section  was  the  only 
proposal  accepted  by  the  convention  without  a  dissenting  vote. 

CONSTITUTIONAL  CHANGES,  1847-1895 
The  1867  Convention 

Twenty-one  years  after  the  original  debt  procedure  was  formu¬ 
lated  by  the  1846  constitutional  convention,  another  state  con¬ 
vention  sat  to  redraft  New  York’s  constitution.  The  work  of  the 
1867  assemblage  was  not  ratified  by  the  people  so  that  any  exami¬ 
nation  of  their  proposals  is  of  value  only  because  they  reflect  the 
conceptions  of  financial  policy  then  current.  The  debt  and  canal 
provisions  in  the  main  were  reaffirmed.  The  procedure  of  debt 
creation,  the  popular  referendum  and  the  limitation  placed  upon 
the  term  of  bonds  issued  were  unaltered.  Not  only  was  the  rest  of 
the  canal  debt  (at  the  time  $15,772,900)  to  be  retired  by  a  sinking 
fund,  but  $8,000,000  was  to  be  further  expended  for  designated 
canal  improvements.  The  prohibition  against  selling  or  disposing 
of  the  canals  was  retained. 

The  one  significant  feature  of  the  fiscal  provisions  was  their 
expression  of  the  state’s  continued  belief  in  the  canals  as  pro¬ 
ducers  of  revenue  sufficient,  not  only  to  redeem  all  of  the  canal 
debt,  but  also  to  retire  the  general  fund  obligations.  The  canal 
sinking  fund,  after  the  payment  of  the  canal  debt  or  the  accumula¬ 
tion  of  a  sufficient  fund  was  to  bear  this  general  fund  debt.  The 
proviso  was  added,  it  is  true,  that  in  event  the  general  indebted- 

*Laws  of  1890,  Chap.  37, 

tLaws  of  1892,  Chap.  707. 

JLaws  of  1893,  Chap.  332. 

§  Constitution,  Art.  VII,  sec.  7, 
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ness  could  not  be  retired  by  canal  revenue,  the  legislature  was 
authorized  to  make  other  provision  for  its  repayment.  The  con¬ 
vention  assumed  that  all  advances  of  taxes  and  other  ordinary 
state  revenue  to  the  canal  commissioners  were  but  loans,  for  it 
directed  that  all  contributions  to  the  canal  fund  since  June  1,  1846, 
from  every  source  except  canal  revenues  should  be  repaid  from 
canal  income. 

The  constitution  was  drafted,  it  may  be  observed,  during  the 
decade  when  canal  revenues  were  most  abundant.  The  Erie 
enlargement  had  been  completed  and  the  convention  members 
looked  forward  confidently  to  the  final  justification  of  the  state’s 
belief  that  the  canal  system  would  be  a  lucrative  source  of  income. 
A  few  years  later  some  of  the  men  holding  various  official  positions, 
assisted  in  the  passage  of  tolls  abolition  and  other  measures  which 
marked  the  end  of  the  belief  in  the  canal  as  a  source  of  revenue. 

Amendments  of  1874 

The  constitutional  commission  of  1872  redrafted  the  clause  rela¬ 
tive  to  state  aid  to  private  individuals  and  corporations.  The  new 
provision  was  adopted  at  the  1874  election.  It  continued  the  pro¬ 
hibition  against  extending  credit  or  money  to  aid  any  corporation 
or  private  undertaking.  To  this  denial,  however,  was  appended 
the  exception  that  it  could  not  operate  against  state  support  of 
private,  educational,  eleemosynary,  or  correctional  institutions.* 
The  commission  took  no  action  on  the  protests  that  the  state,  under 
this  clause,  could  continue  to  aid  institutions  who  would  use  state 
money  for  purposes  other  than  those  for  which  it  was  appropriated, 
since  no  effective  supervision  of  private  expenditure  was  seemingly 
possible.  The  debt  of  the  counties  and  municipalities  of  the  state 
outstanding  in  1872,  amounting  to  $26,946,662.09,  for  unpaid  loans 
to  railroads,  was  the  cause  for  the  extension  to  localities  of  the 
prohibition  against  aid  to  private  corporations.  Under  the  new 
provisions  municipal  bonds  could  be  issued  only  for  public  pur¬ 
poses.!  The  discontent  caused  by  the  deficits  arising  from  the 
operation  of  the  lateral  canals  resulted  in  the  partial  removal  of 
the  restrictions  against  sale,  so  that  the  prohibition  applied  only 
to  the  Erie,  Oswego,  Champlain,  Cayuga  and  Seneca  canals. $ 
Legislative  action  three  years  later  led  to  the  sale  or  release  of 
title  to  several  of  the  lateral  canals. 

The  Constitution  of  1895 

The  procedure  for  creating  debt  set  up  in  1846  was  continued 
without  change  by  the  1894  convention.  The  convention  acceded 
without  dissent  to  the  view  of  the  chairman  of  the  finance  com¬ 
mittee,  W.  J.  R.  Cody,  who  urged  the  retention  of  the  referendum 
as  a  limitation  on  the  legislative  power  to  create  indebtedness. 

In  considering  the  problem  of  debt  redemption,  the  convention 
did  not  misread  the  experience  of  the  previous  half  century.  The 

*Art.  VIII,  sec.  9. 

tArt.  VIII,  sec.  10. 

fArt.  VII,  sec.  8,  (N.  B.  of  present  constitution). 
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elaborate  machinery  for  sinking  funds,  the  income  of  which  would 
be  derived  from  revenue-producing  utilities  as  well  as  from  taxes, 
had,  in  effect,  been  swept  away  by  tolls  abolition;  and  since  there 
was  no  alternative,  the  state  had  redeemed  the  remaining  canal 
debt  by  taxation  under  the  authority  of  a  provision  of  question¬ 
able  validity.  The  convention  accordingly  recognized  the  adjust¬ 
ment  in  the  machinery  for  debt  retirement  wffiich  had  already 
occurred  and  merely  clarified  the  procedure  set  up  in  1882.  It 
was  provided  that  every  law  authorizing  the  creation  of  debt 
should  carry  with  it  an  annual  tax,  to  remain  in  force  and  be 
irrepealable  until  the  assets  of  the  sinking  fund  were  sufficient  to 
discharge  the  obligation  incurred.*  This  direct  tax  was  to  be 
omitted  only  when  there  was  a  treasury  surplus  of  current  reve¬ 
nues  sufficient  to  provide  for  the  annual  contributions.  Future 
improvement  of  the  canal  could,  under  the  terms  of  the  new  con¬ 
stitution,  be  paid  for  by  borrowing,  by  the  levy  of  a  special  tax, 
or  by  appropriations  from  general  revenues.!  To  prevent  mal¬ 
administration  of  sinking  funds  behind  the  screen  of  fund  trans¬ 
fers,  the  convention  directed  that  the  sinking  funds  be  kept  sepa¬ 
rately  and  prohibited  the  use  of  their  assets  for  any  purpose  other 
than  investment  for  amortization  of  the  borrowed  principal. $ 
Instead  of  the  familiar  provision  that  the  surplus  of  canal  revenues 
were  to  be  diverted  to  the  general  fund,  the  reverse  plan  was 
adopted  of  authorizing  the  legislature  to  use  surplus  income  from 
any  source  to  improve  the  canals. 

*Art.  X,  sec.  4. 

fArt.  X,  sec.  10. 

fArt.  VII,  sec.  4. 
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CHAPTER  III 


FINANCING  IMPROVEMENTS  AND  EXTRAORDINARY 

EXPENSES  1896-1925 

A  new  epoch  in  the  history  of  the  debt  of  the  state  of  New  York 
begins  with  1896.  From  1893  to  1895  the  state  was  debt  free.* 
The  canal  debt,  the  general  fund  debt,  the  contingent  debt,  the 
Civil  War  bounty  debt,  and  the  Niagara  Reservation  debt  had 
all  been  wiped  out.  But  with  1896  a  new  period  of  borrowing 
begins,  a  period  which  extends  from  1896  to  1924.  The  financial 
history  of  this  period  centers  about  the  enlargement  of  the  canal, 
the  development  of  highways,  the  purchase  of  state  parks  and 
reservations,  and  the  expenditures  of  the  state  on  account  of  the 
Spanish -American  and  the  World  Wars.  During  this  quarter 
century  the  debt  rose  from  nothing  to  over  three  hundred  million 
dollars.  The  story  of  this  period  of  expansion  is  told  in  the  follow¬ 
ing  pages: 

REBUILDING  THE  CANAL  SYSTEM  1896-1925 

The  Nine  Million  Dollar  Canal  Improvement 

Agitation  for  deepening  the  canal  system  and  for  repairing 
parts  of  its  depreciated  structures  developed  as  early  as  1884. 
But  it  was  not  until  1892  that  definite  action  was  taken.  In  that 
year  Governor  Hill  appointed  a  special  committee  which  reported 
in  favor  of  canal  improvement.  When  a  new  constitution  was 
adopted  in  1894  definite  sources  of  revenue  for  canal  expenditures 
were  mentioned.  This  was  considered  as  confirming  the  recom¬ 
mendation  for  immediate  expansion.  A  definite  program  was  fur¬ 
nished  by  the  state  engineer  in  his  report  for  1894.  He  recom¬ 
mended:  (1)  deepening  the  canal  to  nine  feet,  (2)  lengthening 
remaining  locks,  (3)  using  high  locks  when  necessary,  and  (4) 
speeding  up  towage  by  the  use  of  electric  power.  The  cost  of 
maintenance,  he  felt,  would  be  reduced  by  these  improvements.! 

The  legislature  of  1895  submitted  a  proposal,  which  was 
ratified,  authorizing  the  issue  of  nine  millions  of  dollars  of  bonds 
for  a  term  not  in  excess  of  seventeen  years.  The  following 
January  nearly  two  millions  were  issued  bearing  a  life  of  ten 
years.  The  sinking  fund  established  for  the  redemption  of  the 
bonds  had  an  income  from  an  annual  tax  of  13/100  of  a  mill 
upon  the  general  property  assessment.  Additional  work  was 
prosecuted  during  the  two  following  years  and  nearly  all  of  the 
nine  million  dollar  authorization  was  expended  or  encumbered 
by  contracts. 

#Except  for  an  accidental  $660  on  account  of  lost  bonds  which  did  not 
turn  up  until  1919. 

tHistory  of  New  York  Canals,  pp.  341-342. 
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In  January,  1898,  Governor  Black  advised  the  legislature 
that  the  amount  authorized  would  be  inadequate  to  complete  the 
improvement,  inasmuch  as  it  had  been  exhausted  and  less  than 
two-thirds  of  the  improvement  provided  for.  The  state  engineer 
and  the  superintendent  of  public  works,  also,  addressed  a  joint 
communication  to  the  governor  stating  that  the  original  appro¬ 
priation  was  inadequate  and  asking  for  a  committee  of  examina¬ 
tion.  The  report  of  the  committee,  issued  several  months  later, 
criticized  a  number  of  state  officials  for  lack  of  care  in  adminis¬ 
tering  the  project.  The  1894  convention  had  requested  the  state 
engineer  for  an  estimate  of  the  cost  of  the  improvement.  Such 
an  estimate  had  been  presented  within  twelve  days,  which  later 
investigation  revealed  to  be  based  on  insufficient  information, 
because  no  exact  data  had  been  available.  Nevertheless,  it  had 
called  for  $11,573,000,  but  the  legislature  in  its  empowering  act 
had  scaled  the  amount  down  to  $9,000,000,  regardless  of  the 
engineer’s  advice.  The  department  of  public  works  put  through 
a  new  survey  and  raised  the  estimate  to  fifteen  millions  only  to 
revise  it  later  to  sixteen  millions  when  the  work  under  progress 
proved  the  lesser  sum  inadequate.  Governor  Roosevelt  dis¬ 
cussing  the  subject  in  his  1900  message  declared  that  “the  main 
source  of  the  trouble  (was)  that  there  never  was  sufficient 
authority,  or  indeed  any  authority  for  supposing  that  this  nine 
millions  would  be  enough  to  complete  the  work  and  that  a  sum 
was  named  which  was  entirely  insufficient.” 

Judge  Edwin  Countryman,  who  had  been  ordered  by  Gover¬ 
nor  Black  to  determine  whether  legal  action  should  be  taken 
against  any  state  officers  or  contractors,  reported  toward  the  end 
of  1898,  and  the  superintendent  of  public  works,  George  W. 
Aldridge,  was  suspended  from  office  at  his  own  request  during 
further  inquiry.  The  attorney  general  with  two  assistants  ap¬ 
pointed  by  Roosevelt  reported  that,  though  the  misconduct  called 
for  severe  criticism,  the  larger  number  of  the  subjects  were 
barred  by  the  statute  of  limitations  and  the  rest  did  not  warrant 
criminal  proceedings. 

In  January  of  1899,  in  response  to  a  senate  resolution,  the 
state  engineer  and  the  superintendent  of  public  works  presented 
a  report  to  the  legislature  showing  the  status  of  the  canal  con¬ 
tracts.  A  total  of  $7,937,957.66  had  been  paid  or  was  due 
contractors,  and  if  to  this  was  added,  other  costs,  the  total  amount 
encumbered  was  $9,032,489.65.  Thus,  a  deficit  already  existed, 
besides  which  it  was  estimated  that  $4,800,497.53  would  be 
needed  to  complete  the  work  on  the  contracts  authorized.  In 
May  the  legislature  ordered  the  canal  board  to  pay  off  the  con¬ 
tractors  and  terminate  existing  unfinished  contracts.  By  1903 
contractors’  claims  for  $1,404,019  had  been  filed  and  settlements 
made  for  $525,734.03. 
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Authorisation  of  Barge  Canal 

In  1899,  Governor  Roosevelt  appointed  a  commission  of  five 
engineers  and  business  men,  the  chairman  of  which  was  General 
F.  V.  Greene,  to  investigate  the  question  of  canal  improvement 
in  all  its  phases  in  conjunction  with  the  state  engineer  and  the 
superintendent  of  public  works.  The  commission  reported  the 
following  year  in  favor  of  the  enlargement  of  the  Erie  canal  to 
a  size  suitable  for  a  one  thousand  ton  barge  and  for  the  deepening 
of  the  Champlain  and  the  Oswego  canals  to  nine  feet.  An  esti¬ 
mate  of  $62,000,000  was  given  for  the  project.  The  1900  legisla¬ 
ture  appropriated  $200,000  for  an  engineering  survey  which  was 
turned  over  to  the  legislature  the  following  year,  though  no  ac¬ 
tion  was  taken  on  it  for  two  years. 

A  bill  authorizing  the  issue  of  $82,000,000  for  the  canals  was 
presented  to  the  1903  legislature,  the  estimates  of  1900  and  1901 
being  the  basis  for  the  sum  named.  The  estimates  were  revised 
again  by  the  state  engineer  and  placed  at  slightly  above  a  hundred 
million  dollars,  and  so  the  act  in  final  form  authorized  the  issuance 
of  $101,000,000  of  bonds  for  the  barge  canal.  The  proposal  was 
approved  by  673,010  affirmative  to  427,698  negative  votes. 

Paying  for  Canal  Improvements 

The  initial  two  million  dollar  issue  of  bonds  in  1905  was  for  an 
eighteen  year  period  because  this  was  the  constitutional  limitation 
on  the  life  of  state  bonds  at  the  time  when  the  act  was  ratified.  In 
1905,  however,  a  constitutional  amendment  extended  the  maximum 
term  for  state  bonds  to  fifty  years  and  the  later  issues  of  canal 
bonds  were  for  the  longer  term.  The  empowering  act  fixed  con¬ 
tribution  to  the  sinking  fund  at  12/1000  of  a  mill  for  each  million 
dollars  of  debt  outstanding  in  any  fiscal  year.  In  1906  the  legis¬ 
lature  ended  the  direct  tax  and  for  five  years  contributions  to  the 
sinking  fund  were  made  from  the  general  revenues.  An  additional 
canal  issue  was  authorized  in  1909  when  the  people  at  the  fall  elec¬ 
tion  approved  of  the  issue  of  $7,000,000  bonds  for  the  Cayuga  and 
Seneca  canal. * 

Tax  revenues  were  used  extensively  to  supplement  bond  funds 
in  the  construction  of  the  barge  canal.  This  is  shown  by  the  fol¬ 
lowing  table. 

Of  the  $184,670,775.85  spent  for  construction  from  1895  to  1925. 
inclusive,  88.7  per  cent  has  been  derived  from  the  proceeds  of  loans. 
The  remaining  11.3  per  cent  was  secured  from  general  revenues. 

#An  authoritative  record  of  the  construction  and  enlargement  of  New  York 
waterways  is  contained  in  “The  History  of  New  York  Canals”  published 
in  1905  as  a  supplement  of  the  state  engineer’s  report.  The  work  is  sug¬ 
gested  for  an  elaboration  of  the  details  of  canal  history  prior  to  1905  to 
which  reference  has  been  made  in  this  report. 
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TABLE  No.  3 

Cost  of  Rebuilding  Canals,  1896-1924, —  Per  Cent  of  Annual  Outlays  Derived 

from  General  Revenue  1 


Year 


1896 

1897 

1898 

1899 

1900 

1901 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

1922 

1923 

1924 

1925 


Total 

Amount 
from  general 
revenue 

Amount 

from 

borrowing 

$228,500 

00 

$228,500 

00 

2,991,719 

68 

2,991,719 

68 

5,054,406 

64 

5,054,406 

64 

68,062 

19 

68,062 

19 

338,166 

84 

338,166 

84 

363,726 

48 

$44,581 

83 

319,144 

65 

92,989 

37 

92,989 

37 

87,309 

47 

87,309 

47 

206,053 

07 

206,053 

07 

959,006 

27 

959,006 

27 

1,170,691 

00 

1,170,691 

00 

2,148,647 

41 

2,148,647 

41 

4,248,892 

29 

4,248,892 

29 

8,310,343 

94 

8,310,343 

94 

9,385,597 

31 

9,385,597 

31 

16,174,193 

04 

16,174,193 

04 

16,001,592 

74 

16,001,592 

74 

17,180,907 

18 

17,180,907 

18 

20,016,686 

24 

20,016,686 

24 

12,453,671 

14 

12,453,671 

14 

9,053,850 

00 

9,053,850 

00 

9,538,615 

96 

9,538,615 

96 

9,830,898 

06 

53,863 

42 

9,777,034 

64 

10,987,823 

41 

394,115 

66 

10,593,707 

75 

5,041,629 

08 

1,294,921 

98 

3,746,707 

10 

7,344,845 

65 

4,798,315 

19 

2.546,530 

46 

5,141,600 

46 

4,534,449 

05 

607,151 

41 

3,633,960 

86 

3,072,969 

94 

560,990 

92 

2,832,035 

74 

2,735,680 

16 

96,355 

58 

3,784,354 

33 

3,744,283 

86 

40,070 

47 

Per  cent 
from 
revenue 


12.3 

100.0 

100.0 


0.5 

3.6 

25.7 

65.3 

88.2 

84.6 

96.6 
98.9 


Total 


$184,670,775  85 


$20,853,479  93 


$163,817,295  92 


11.3 


1  Analysis  of  annual  comptroller’s  reports,  1896-1925. 

HIGHWAY  FINANCING 
Road  Financing  Prior  to  1898 

Though  the  building  and  maintenance  of  public  roads  in  New 
York  state  was  the  function  of  local  governments  prior  to  1898, 
the  state  government  occasionally  intervened  with  statutory  regula¬ 
tions  of  the  manner  in  which  local  roads  should  be  built.  In  1797 
the  legislature  empowered  certain  commissioners  to  raise  money 
by  lotteries  for  the  building  of  turnpike  roads.  Governor  DeWitt 
Clinton  in  his  legislative  messages  of  1825  and  1826  pointed  out 
the  unsatisfactory  nature  of  the  highways,  and  three  commis¬ 
sioners  were  appointed  to  make  a  survey  of  state  roads.  Effective 
action,  however,  was  limited  to  the  chartering  of  turnpike  com- 
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panies,  400  of  which  were  authorized  between  1797  and  1860.  The 
building  of  plank  roads  was  their  greatest  service.  Bankruptcies 
were  frequent  however,  and  the  plank  roads  often  reverted  to  their 
original  condition. 

The  English  practice,  which  was  continued  up  to  1835,  of  requir¬ 
ing  the  parishes  to  administer  road  maintenance  through  statutory 
or  forced  labor  was  copied  by  American  states  where  provision  was 
made  for  the  supervision  of  roads  by  county  boards  of  supervisors 
and  a  commissioner  of  highways  in  each  county.  Aside  from  a  few 
exempted  classes,  the  commissioner  could  compel  every  free  male 
over  twenty-one  years  of  age  to  work  out  a  road  tax  by  performing 
a  fixed  number  of  days’  work.  In  some  cases  the  labor  could  be 
commuted  by  the  payment  of  a  specified  sum  in  money. 

Highway  Acts  of  1898 

The  Money  System  Act  passed  by  the  1898  legislature  sought  to 
supplant  the  obsolete  “labor  system,”  by  road  construction  pro¬ 
vided  solely  from  tax  payments.  The  state,  while  not  making  the 
substitution  mandatory,  encouraged  the  counties  to  end  statutory 
road  labor  by  paying  to  every  county  which  received  its  road  tax 
in  cash,  a  sum  equal  to  25  per  cent  of  the  tax  levied.  The  same 
year  the  Higbee- Armstrong  Act  was  passed,  marking  the  real  be¬ 
ginning  of  state  supervision  and  the  construction  of  highways. 
The  act  provided  that  important  highways  of  the  state  should  be 
built  under  the  direction  of  the  state  engineer  and  surveyor,  the 
cost  being  borne  50  per  cent  by  the  state  and  35  and  15  per  cent, 
respectively,  by  the  county  and  towns  through  which  the  high¬ 
way  ran. 

Six  years’  experience  under  these  acts  accustomed  New  York  to 
state  highway  control  and  led,  in  1905,  to  the  embarking  upon  an 
ambitious  road  building  program.  The  extent  of  the  activity  of 
the  state  and  related  effort  of  counties  from  1898  to  1904  is  revealed 
in  the  following  summary : 

TABLE  No.  4 

Appropriations  and  Construction  op  Highways,  1898-1904 


State  Appropriations 

County 

appropria¬ 

tions 

Mileage 

petitioned 

for 

Mileage 
adopted 
by  county 

Year 

“  Money 
system  ” 

Higbee- 

Armstrong 

act 

Mileage 

completed 

1898 .... 

850,000 

50,000 

863,872 

502 

21 

1899.... 

834,517 

42,876 

157 

9 

5 

1900.... 

54,057 

150,000 

431,227 

155 

130 

35 

1901 .... 

67,655 

420,000 

1,055,874 

495 

247 

20 

1902. . . . 

102,509 

795,000 

1,748,115 

1,106 

418 

126 

1903. . . . 

276,249 

600,000 

2,198,623 

1,728 

427 

112 

1904. . . . 

393,492 

1,108,265 

2,032,855 

1,323 

422 

158 

8928,479 

83,173,265 

87,573,442 

5,466 

1,674 

456 

68 


Report  of  Special  Joint  Committee 


Highway  Bond  Issue  of  $50,000,000 

Governor  Odell  expressed  a  growing  resentment  at  the  tardiness 
of  action  under  the  1898  acts  in  a  legislative  message  in  1903. 
“An  amendment  to  the  law  which  would  provide  that  the  state 
should  pay  the  entire  expense  of  construction  by  the  issuance  of 
bonds,  levying  upon  the  counties  their  proportion  for  the  benefits 
received,  would  expedite  construction,  reduce  the  cost  and  extend 
the  time  for  payment  over  a  longer  period.”  A  special  senate 
committee  investigated  the  subject  and  reported  in  1905*  in  favor 
of  the  immediate  issuance  of  road  bonds.  “The  annual  revenues 
of  the  state  to  meet  the  demand  for  road  improvement  are  so  small 
that  nine  counties  out  of  fifty-seven  have  so  far  got  nearly  all  the 
road  improvement,”  was  the  committee's  report.  “This  (1898) 
system  is  so  burdensome  that  but  fewT  miles  of  road  are  built  and 
these  only  in  the  towns  having  the  highest  assessment.”  The 
committee  concluded  optimistically — “we  would  all  have  road 
improvement  in  this  state  completed  in  our  lifetime”  if  the  bonds 
were  issued. 

By  the  vote  of  the  people  in  November,  1905,  the  state  was 
empowered  to  create  a  debt  for  highway  improvement.  A  radi¬ 
cally  different  procedure  was  followed  in  making  this  authoriza¬ 
tion.  Instead  of  a  referendum  on  a  bond  proposal,  a  constitu¬ 
tional  amendment  was  adopted  empowering  the  legislature  to  issue 
bonds,  f  While  a  limit  of  $50,000,000  was  set  beyond  which  road 
bonds  could  not  be  issued,  the  maximum  did  not  refer  to  the  total 
sums  to  be  authorized  but.  to  the  amount  outstanding  at  any  given 
time.  This  procedure  made  possible  the  replacement  of  the 
original  issue  so  long  as  the  aggregate  outstanding  at  one  time 
did  not  exceed  fifty  millions.  The  bonds  were  issued  for  a  term 
of  fifty  years. 

Large  Plans  and  No  Funds 

Within  a  seven  year  period  the  proceeds  of  all  but  slightly  over 
a  million  dollars  of  the  maximum  authorized  had  been  expended 
or  encumbered.  But  the  demands  of  the  state  were  far  from  met. 
In  1906  the  board  of  supervisors  of  each  county  had  submitted  a 
plan  of  road  building  in  their  respective  counties  to  the  state 
engineer.  After  the  routes  were  revised  by  him,  they  were  sub¬ 
mitted  to  the  legislature ‘and  incorporated  in  a  law  setting  up  a 
highway  system  for  which  the  bond  proceeds  were  to  be  expended. 
A  1909  amendment  to  the  highway  act  provided  for  the  classi¬ 
fication  of  these  routes  into  state  and  county  roads.  The  entire 
cost  of  the  former  were  to  be  paid  by  the  state  and  the  expense 
of  the  latter  was  to  be  divided  between  the  state,  the  county,  and 
the  town  on  the  ratio  of  the  Higbee- Armstrong  Act.J  At  the  end 
of  the  1911  season,  2,073  miles  of  state  roads  had  been  completed 
of  the  3,514  miles  planned,  while  3,155  out  of  8,350  miles  of 

•Senate  Doe.  1905  No.  14,  pp.  122-123. 

t  Art.  VII,  sec.  12,  repealed  in  1920. 

t  Report  of  the  State  Department  of  Efficiency  and  Economy,  1915,  p.  12. 
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county  roads  were  finished.  Thus  in  1912  almost  half  of  the  con¬ 
templated  system  was  still  unfinished  though  bond  issues  were 
exhausted,  and  no  current  revenues  were  available  for  road  build¬ 
ing.  Under  these  conditions  it  is  not  strange  that  there  should 
have  been  a  demand  for  more  highway  bonds. 

The  Second  Issue  of  Highway  Bonds 

In  1912  the  legislature  was  empowered  to  contract  for  an  addi¬ 
tional  $50,000,000  of  highway  bonds.  This  time  the  regular  con¬ 
stitutional  procedure  was  followed.  The  legislature  submitted  an 
act  authorizing  the  creation  of  the  debt  and  the  people  approved 
the  proposal  on  a  referendum  vote.  Thus,  the  limitation  of  the 
1905  highway  amendment  that  not  more  than  fifty  millions  of 
bonds  may  be  outstanding  at  one  time  was  evaded  by  appealing  to 
a  different  section  of  the  constitution  and  invoking  the  legislative 
power  to  initiate  and  the  people’s  power  to  ratify  a  debt.* 

The  proceeds  of  the  second  highway  bond  issue  were  divided  be¬ 
tween  state  and  county  highways,  twenty  millions  for  state  and 
thirty  millions  for  county  routes.  The  latter  sum  was  appor¬ 
tioned  to  the  counties  according  to  the  area,  population,  and 
mileage  of  improved  highways  in  the  county  excluding  cities  and 
incorporated  villages.  One-third  value  was  ascribed  to  each  of 
the  three  factors  in  determining  the  amount  allocated  to  a  county. 
Criticism  of  this  basis  for  the  distribution  of  the  money  for  state 
highways  has  been  made.  It  is  apparent  that  the  area,  mileage, 
and  population  of  a  county  have  little  necessary  connection  with 
the  natural  traffic  routes,  the  cost  of  construction,  or  the  trunk 
lines  designed  to  serve  the  state  as  a  whole,  f 

Paying  for  Highways  from  General  Revenues 

Although  the  two  bond  issues,  totaling  $100,000,000,  have  fur¬ 
nished  the  bulk  of  the  funds  for  highway  construction,  current 
revenues  are  contributing  an  increasingly  important  share.  The 
accompanying  table  traces  the  payments  for  state  highways  from 
the  two  sources  since  1895.  During  the  thirty-one  years  bond 
proceeds  furnished  $98,180,408.98  in  contrast  to  $34,503,118.07 
from  the  general  treasury.  The  26  per  cent  which  tax  revenues 
contributed  to  the  total  of  $132,683,527.05  is  centered  in  two 
periods.  Before  the  sale  of  the  first  bond  issue  in  1906,  all  moneys 
naturally  were  derived  from  taxation.  Only  in  three  years  did 
the  amount  exceed  a  half  million  dollars.  The  most  significant 
aspect  of  this  fiscal  record  is  the  rapidly  growing  proportion  paid 
from  current  tax  revenues,  including  motor  vehicle  fees,  in  the 
past  six  years.  From  a  relatively  insignificant  payment  of  less 
than  one  per  cent  of  the  total,  current  revenues  jumped  to  30.3 
per  cent  for  1920  and  has  increased  annually  so  that  its  propor- 

*Art.  VII,  sec.  4. 

fFor  a  full  discussion  of  state  aid  to  localities  for  highway  construction, 
see  the  Report  of  the  Special  Joint  Legislative  Committee  on  Taxation  and 
Retrenchment,  1925,  pp.  47-50. 


Expenditures  by  State  for  Highway  Construction  from  Bond  Proceeds  and  General, 

Revenues,  1895-1925. 
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tion  was  86.8  for  1925.  The  average  for  the  six  years  is  56.5  per 
cent. 

If  to  the  expenditures  for  state  highways  be  added  the  pay¬ 
ments  made  to  county  treasurers  under  the  Lowman  Act  of  1920, 
every  cent  of  which  came  from  the  general  treasury  of  the  state, 
the  proportion  derived  from  this  source  for  highway  construction 
shows  a  material  increase.  The  average  for  the  last  six  years  be¬ 
comes  as  high  as  63.9  per  cent,  almost  two-thirds  of  the  total 
expenditure.  In  1925  all  but  10.7  per  cent  was  derived  from  cur¬ 
rent  revenues,  and  it  seems  certain  that  after  another  year  or  two 
all  expenditures  for  highways  will  come  from  this  source.  The 
cash  balance  of  the  highway  improvement  fund  was  only 
$2,383,038.72  on  June  30,  1925,  and  no  additional  loans  are  in 
prospect.  Apparently  all  are  agreed  that  for  highways  at  least 
no  further  borrowing  should  be  resorted  to. 

A  Developing  Flan  of  Highway  Finance 

When  New  York  voted  the  first  $50,000,000  highway  bond  issue 
in  1905,  the  automobile  was  still  a  pleasure  car  and  a  curiosity. 
The  need  for  highways  was  recognized  but  traffic,  as  we  now  know 
it,  was  not  foreseen.  The  state  believed  that  it  could,  by  bonding, 
quickly  settle  the  problem  of  providing  road  facilities — a  problem 
which  was  not  expected  to  recur.  Only  seven  years’  experience 
was  needed,  however,  to  dispel  the  illusion  of  the  bond  advocates 
of  1905  that  one  bond  issue  would  solve  the  rural  road  problem. 
The  second  issue  in  1912  was  largely  to  construct  roads  for  which 
the  funds  of  the  original  issue  were  inadequate.  It  was  soon 
recognized  that  road  construction  is  not  an  emergency  project 
but  rather  a  continuous  process.  This  view  is  now  accepted  as  a 
matter  of  course  and  the  large  revenues  annually  from  motor 
vehicles  make  it  possible,  with  supplementary  taxation,  to  build 
up  a  highway  fund  without  borrowing.  The  two  highway  bond 
issues  are  now  being  redeemed  from  general  tax  revenues  so  that 
motor  fees  may  be  available  solely  for  highway  purposes.  The 
initial  period  of  road  construction,  it  is  often  urged,  requires  bond 
issues  so  as  to  meet  at  once  the  urgent  need  for  large  scale  con¬ 
struction.  New  York  has  passed  this  period,  her  problem  now  is 
one  of  extending  construction  and  completing  roads  planned  as 
part  of  the  state  system.  The  marked  increase  during  the  past 
five  years,  in  the  proportion  of  capital  expenditures  borne  by 
current  revenues,  shows  that  the  transition  from  a  borrowing  to 
a  pay-as-you-go  policy  is  now  in  progress,  and  has  almost  been 
effected.  Although  only  the  developments  of  the  next  decade  can 
reveal  the  exact  proportions  which  the  various  sources  of  current 
revenue  will  contribute  for  roads  in  which  the  state  is  interested, 
the  present  trend  indicates  that  borrowing  will  be  unnecessary. 
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PARKS  AND  FOREST  CONSERVATION,  1895-1925 


Land  Purchases,  1895-1910 

The  three  acts  of  1890,  1892  and  1893  empowering  the  forest 
commission  to  purchase  land  for  the  Adirondack  and  Catskill  parks 
resulted  in  the  expenditure  of  $699,055.87.  Following  the  over¬ 
whelming  approval  of  the  amendment  giving  constitutional  sanc¬ 
tion  to  a  forest  and  park  preserve  inviolate  through  sale  or  lease, 
the  legislature  authorized  the  sale  of  $550,000  of  bonds  for  the 
Adirondack  Park*  which  were  issued  in  1896  and  redeemable  in 
installments  of  $50,000  annually  until  1906. 

In  1897  Governor  Black  urged  the  legislature  to  speed  up  the 
purchasing  of  land  because  “more  than  2,000,000  acres  of  the  pro¬ 
posed  park  are  owned  by  private  individuals  (and)  more  than  a 
million  and  a  quarter  are  now  subject  to  fire  and  axe  and  yearly 
devastation.”  Immediate  appropriations  were  required  as  “any 
other  course  would  be  false  economy.”  The  legislature  responded 
at  once  to  the  governor ’s  request.  An  act  was  passed  appropriat¬ 
ing  $600,000  from  general  funds  for  land  purchase,  and  the  comp¬ 
troller  was  empowered  to  borrow  an  additional  $400,000  for  a  like 
purpose.  A  new  administrative  agency  was  created  by  the  ap¬ 
pointment  of  a  forest  preserve  board  of  three  members,  which  was 
directed  to  acquire  for  the  state  by  “purchase  or  otherwise,  land, 
structure,  or  waters,  or  such  portions  thereof  in  the  territory 
enclosed  in  the  Adirondack  Park.”  Purchases  for  the  Catskill 
Park  were  on  a  much  smaller  scale,  the  expenditures  amounting 
to  $100,000  in  the  latter  part  of  the  decade.  The  state’s  policy  of 
land  purchase,  actively  begun  in'  1890,  resulted  in  a  total  expendi¬ 
ture  of  $2,419,607.24  and  the  acquisition  of  639,697  acres  during 
the  decade. 

In  1898  Cornell  University  was  empowered  to  purchase  a  maxi¬ 
mum  of  30,000  acres  of  land  in  the  Adirondack  area  and  directed 
to  create  an  experimental  farm  in  forestry  on  the  tract.  The  land 
was  bought  near  Saranac  Lake  for  $165,000  paid  from  current 
revenues,  and  the  school  of  forestry  established.  Title  to  the  land 
resides  in  the  university  for  thirty  years. 

At  the  end  of  the  century  the  forest  domain  contained  1,436,686 
acres  as  against  only  39,854  acres  in  1872,  when  the  matter  was 
first  investigated  by  a  state  commission.  Land  has  been  acquired 
by  two  methods — direct  purchase  from  individual  owners,  and 
settlement  at  tax  sales.  The  acreage  secured  by  each  of  these 
methods  during  the  period  was  as  follows: 


Adirondack  Park  Catskill  Park 


By  purchase .  594,802  acres  44,895  acres 

By  tax  sales .  740,477  acres  56,512  acres 


Total 

639,697  acres 
796,989  acres 


Total 


1,335,279  acres 


101 , 407  acres  1 , 436 , 686  acres 


Laws  of  1895,  Chap.  561. 
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The  first  decade  of  the  present  century  was  distinctive  for  the 
repeated  reorganization  of  park  and  forest  administration  rather 
than  the  initation  of  any  new  policy.  The  forest  preserve  board 
gave  way  to  the  forest,  fish  and  game  commission,  at  first  of  five, 
and  later  of  a  single  member.  The  conservation  commission  was 
established  in  1911.  Debate  frequently  arose  over  the  constitu¬ 
tional  prohibition  of  the  sale  or  lease  of  state  forest  lands.  Though 
an  amendment  to  the  constitution  permitting  leasing  had  been 
defeated  in  1896,  a  like  proposal  was  recommended  from  time  to 
time  in  messages  of  the  governors.  In  1905  Governor  Higgins  de¬ 
clared  in  a  special  message  that  the  1894  provision  prohibited  the 
practice  of  scientific  forestry  and  the  economic  use  of  forests  as  a 
source  of  revenue  through  proper  cutting.  Purchase  of  land  was 
continued  on  a  moderate  scale  with  funds  derived  from  small 
annual  appropriations  or  from  the  unexpended  proceeds  of  the 
Adirondack  bonds. 

An  Invigorated  State  Policy 

Beginning  in  1910  a  more  vigorous  park  program  was  in¬ 
augurated.  On  September  30  of  that  year  $27,500  of  temporary 
certificates  were  issued  for  the  Saratoga  Springs  Reservation  and 
the  following  year  $100,000  more.  A  total  debt  of  $950,000  was 
created  for  the  Saratoga  Reservation  down  to  1915,  the  last  of 
which  was  redeemed  in  1925.  The  Saratoga  issues  formed  the 
initial  step  of  a  new  policy  of  hastening  land  purchases  for  both 
parks  and  forest  preserve  by  borrowing.  Prior  to  1910  the  Niagara 
and  Adirondack  issues,  totaling  $1,950,000  had  been  the  only 
exceptions  to  the  policy  of  buying  lands  from  current  revenues. 
In  the  next  fourteen  years,  bonds  issued  or  authorized  for  parks 
and  the  forest  preserves  amounted  to  $28,450,000.  The  following 
schedule  summarizes  the  bonds  issued  or  authorized  for  parks  and 
forest  preserves: 


Date  of  Issue 

Purpose 

Maturity 

Amount 

1885 . 

Niagara  Reservation . 

1892 

1906 

1906 

1925 

1961 

1967 

1967 

1922-1971 

$1,000,000 

550,000 

400,000 

950,000 

2,500,000 

2,500,000 

2,500,000 

5,000,000 

15,000,000 

1896 . 

Adirondack  Park . . . 

1898 

Adirondack  Park . 

1910-1915 . 

1911 . 

1917 . 

1917 . 

Saratoga  Springs  Reservation . 

Palisades  Interstate  Park . 

Palisades  Interstate  Park  1 . 

State  Forest  Preserve 1 . 

1921 . 

State  Forest  Preserve 1 . 

Authorized  for  State  parks  (approved 
1924) . 

1  The  law  authorizes  the  issue  of  $10,000,000,  one-fourth  for  acquiring  lands  for 
Palisades  Park,  and  three-fourths  for  forest  preserves. 


Since  1910,  borrowed  funds  have  provided  for  all  but  one-sixth 
of  the  total  capital  expenditures  on  parks  and  forests.  The  accom- 
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panying  table  traces  the  outlays  for  these  purposes  from  1908,  and 
reveals  the  slight  extent  to  which  current  revenues  have  been  used 
to  finance  the  projects.  In  only  six  years  have  general  funds  fur¬ 
nished  above  $100,000  for  capital  outlays.  Five  of  these  fall  at  the 
very  end  of  the  period  at  a  time  when  the  state  was  paying  ex¬ 
tensively  for  capital  outlays  out  of  general  revenues.  The  average 
expenditure  from  current  income,  however,  has  been  only  18.9  per 
cent.  The  state,  it  must  not  be  overlooked,  has  authorized  the  issu¬ 
ance  of  $15,000,000  of  bonds  for  parks,  and  when  the  proceeds  from 
that  debt  are  expended,  the  proportion  of  total  costs  paid  for  from 
general  revenues  will  be  very  small  indeed. 

TABLE  No.  6 

Total  Capital  Expenditures  for  Parks  and  Forest  Preserves  from  Bond 

Proceeds  or  General  Revenues,  1908-1925 


Year 

Total 

Amount 
from  general 
revenues 

Amount 

from 

borrowing 

Percentage 

from 

revenues 

Per  cent 

1908 . 

$376,975  60 

$376,975  60 

100.0 

1909 . 

6,178  59 

6',  178  59 

100.0 

1910 . 

40,514  26 

14,264  26 

$26,250  00 

35.2 

1911 . 

2,525,039  09 

5,993  35 

2,519,045  74 

0.2 

1912 . 

430,715  83 

82,745  61 

347,970  22 

19.2 

1913 . 

383,270  69 

98,389  93 

284,880  76 

25.7 

1914 . 

426,176  86 

89,619  28 

336,557  58 

21.0 

1915 . 

295,842  73 

32,291  63 

263,551  10 

10.9 

1916 . 

39,807  63 

39,807  63 

1917 . 

2,079,789  39 

20,387  27 

2,059,402  12 

1.0 

1918 . 

102,943  56 

50,557  18 

52,386  38 

49.1 

1919 . 

520,249  21 

16,209  43 

504,039  78 

3.1 

1920 . 

1,012,398  26 

5,570  91 

1,006,827  35 

0.5 

1921 . 

1,299,818  57 

307,306  30 

992,512  27 

23.6 

1922 . 

1,297,850  39 

126,752  80 

1,171,097  59 

9.8 

1923 . 

0,150,834  37 

101,987  24 

1,048,847  13 

8.9 

1924 . 

2,286,410  63 

648,994  21 

1,637,416  42 

28.4 

1925 . 

1,447,775  25 

985,320  09 

462,455  16 

68.0 

Totals . 

$15,722,590  91 

$2,969,543  68 

$12,767,623  84 

18.9 

Borrowing  for  Land  Purchases 

The  shift  to  a  borrowing  policy  in  1910  has  seemingly  been 
predicated  upon  sound  policy.  The  purchase  of  land  may  well  be 
contrasted  with  that  of  buildings  or  wasting  improvements  for 
which  public  debts  are  so  often  incurred.  Land  is  preeminently 
property  of  permanent  duration  which  can  be  used  by  many 
generations  of  future  taxpayers.  Purchase  of  land  in  large  quanti¬ 
ties,  even  though  bought  with  borrowed  money,  may  be  economical 
if  the  state  thereby  avoids  paying  higher  prices  which  may  follow 
postponement  because  of  inadequate  current  revenues.  A  number 
of  years  ago,  for  example,  the  state  was  offered  a  township  in  the 
Adirondacks  for  $18,000.  The  state  declined  the  offer,  and  the 
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owner  sought  to  dispose  of  his  holdings  elsewhere  and  succeeded  in 
selling  certain  timber  for  $84,000  and  one  lake  and  a  small  parcel 
of  land  for  $44,000.  The  township,  it  proved,  was  essential  for 
the  park  and  the  state  finally  purchased  the  title  to  thei  remaining 
property  for  $156,000.  Though  this  amount  was  over  eight  times 
the  sum  for  which  it  could  all  have  been  bought  originally,  the 
state  appraisers  were  confident  that  the  land  was  worth  $100,000 
more  than  the  purchase  price.  This  failure  to  realize  the  need  of 
a  particular  parcel  illustrates  the  enormous  loss  that  may  result 
from  postponing  the  making  of  plans  and  the  purchase  of  land 
because  of  inadequate  funds. 

DEFENSIVE  EXPENDITURES :  SPANISH  AND  WORLD 

WARS 

Spanish-American  War,  1898 

Approximately  half  of  the  extraordinary  expenses  incurred  by 
New  York  state  for  military  purposes  incident  to  the  Spanish- 
American  War  were  paid  by  increasing  annual  taxes.  Defensive 
expenditures  of  the  state  during  the  period  were : 


1897  .  $860,164  69 

1898  .  1,629,748  28 

1899  .  1,093,306  98 

1900  .  1,009,864  29 


Taking  1897  as  a  base  and  assuming  the  excess  expenses  in  the 
two  following  years  were  due  to  the  war,  it  may  be  said  that  the 
state  paid  $1,002,725.88  of  extraordinary  war  expenses  out  of  ordi¬ 
nary  income.  The  State  invoked  its  constitutional  power  to  create 
debt  without  the  referendum  by  issuing  defense  bonds  for  $900,000. 
All  of  these  bonds  were  redeemed  by  1906  from  general  taxes. 

World  War  Expenditures 

No  resort  was  made  to  borrowing  to  finance  any  of  the  defensive 
expenses  of  New  York  state  growing  out  of  the  World  War.  The 
state  adhered  to  the  policy  of  paying  these  abnormal  expenses  from 
current  revenue.  Taking  1915  as  a  base,  the  fiscal  year  1916  con¬ 
taining  only  nine  months,  the  added  expenditures  for  the  three 
years  1917,  1918,  and  1919  amounted  to  $6,800,000.  While  part  of 
this  sum  represented  the  natural  increase  because  of  more  exten¬ 
sive  police  services  and  the  higher  price  level,  by  far  the  larger 
amount  was  the  extraordinary  war  expense  to  the  state  absorbed 
in  the  general  tax  revenue.  The  defensive  payments  of  the  state 
for  the  period  were  as  follows: 


1915  .  $1,713,407  10 

1916  841,451  13  (9  months) 

1917  .  2,768,257  49 

1918  5,103,044  29 

1919  .  4,048,137  31 

1920  .  2,996,632  30 
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War  Bonus 

New  York  in  1924  joined  the  general  movement  of  states  in 
issuing  bonuses,  or  “ adjusted  service)  compensation’ ’  to  those <  of 
her  residents  who  served  in  any  arm  of  the  national  defense  during 
the  World  War.  To  carry  this  through  $45,000,000  of  bonds  were 
issued  as  of  April  1,  1924,  redeemable  in  serial  installments  of 
$1,800,000  annually  from  1925  to  1949.  By  the  end  of  the  1924 
fiscal  year  $4,960,063  of  the  proceeds  had  been  expended,  the  bulk 
being  spent  the  following  year  so  that  on  June  30,  1925,  but 
$43,200  remained  to  the  credit  of  the  bonus  fund. 

BUILDINGS  AND  TUNNELS 
Capital  Outlays  for  Buildings 

From  1777  to  1925  every  building  erected  by  the  state  of  New 
York  was  paid  for  without  the  issuance  of  special  bonds.  This 
included  the  state  capitol,  all  state  hospitals  and  prisons,  state 
armories  and  all  other  structures  with  the  exception  of  those  which 
are  part  of  the  canals  or  forest  and  park  preserves.  It  was  not 
until  1925  that  the  first  bonds  were  sold  for  building  construction. 
In  that  year  $12,500,000  wTas  borrowed  under  the  $50,000,000 
authorization  of  1923.*  No  state  record  discloses  the  total  value 
of  land  and  buildings  purchased  and  erected  by  the  state.  Even 
if  such  a  record  did  exist,  it  would  not  show  the  present  value  of 
property  owned,  because  many  of  the  properties  have  been  de¬ 
stroyed  or  have  so  depreciated  that  cost  figures  mean  nothing.  In 
an  effort  to  secure  some  indication  of  the  state ’s  investment  in  such 
property  we  have  tabulated  the  expenditures  for  land  and  build¬ 
ings  during  the  past  thirty  years.  While  it  has  not  been  possible 
to  secure  a  complete  statement  of  the  situation,  even  the  incomplete 
figures  which  we  have  show  an  investment  of  over  $120,000,000  as 
of  the  end  of  1923.  This  does  not  include  the  canals,  the  tunnel, 
the  highways,  parks  and  preserves  or  any  other  properties  bought 
with  borrowed  funds.  It  represents  the  lands  and  buildings  paid 
for  from  current  revenues  chiefly  during  the  past  generation.  The 
following  table  shows  the  amount  expended  since  1908: 

State  Expenditures  for  Buildings  from  Current  Revenues,  1908-1925 


1908  .  $1,843,493  96 

1909  . 2,779,774  83 

1910  .  3,777,367  88 

1911  . 3,598,399  32 

1912  . 4,790,634  59 

1913  .  4,244,177  87 

1914  .  2,570,528  58 

1915  .  3,899,758  61 

1916  .  1,720,115  19 

1917  .  2,219,364  51 

1918  .  3,081,067  69 

1919  .  3,299,970  92 

1920  . 4,577,811  53 

1921  .  5,422,976  21 

1922  . 5,636,806  19 

1923  .  4,127,440  55 

1924  . 6,163,397  00 

1925  .  6,911,612  39 


Total  .  $63,753,085  43 


*  Laws  of  New  York  1923,  Ch.  591. 
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Planning  the  Building  Program 

Many  people  seem  to  think  that  a  large  building  project  re¬ 
quires  a  large  supply  of  immediately  available  cash.  This  is  seldom 
true.  Even  where  ample  funds  are  available,  it  is  usual  for  a  large 
construction  project  to  require  many  months  for  completion.  This 
has  been  evident  in  the  building  projects  undertaken  by  the  state. 
It  is  stated  by  some  that  the  tendency  to  stretch  out  the  period  of 
construction  more  than  efficiency  requires  is  one  of  the  difficulties 
arising  from  the  pay-as-you-go  method  of  financing.  For  example, 
the  State  Education  building  in  Albany,  the  construction  of  which 
cost  over  $5,000,000  lasted  from  1907  to  1915,  though  the  major 
part  of  the  work  was  done  in  three  years ;  and  the  Wingdale  prison 
in  Dutchess  county,  which  cost  $1,660,000  shows  expenditures  from 
1911  to  1923,  though  here  again  the  real  work  was  done  in  1919, 
1920,  and  1921.  The  fact  that  building  construction  has  been 
stretched  out  in  many  cases  in  the  past  does  not  necessarily  indi¬ 
cate  that  a  different  planning  of  the  work  could  not  have  been 
brought  about  even  under  the  pay-as-you-go  method  of  financing. 
Instead  of  doing  a  little  here  and  there  and  yonder  during  each 
year,  it  would  have  been  possible  to  put  a  larger  amount  of  funds 
here  this  year,  there  next  year,  and  yonder  thereafter.  Under  such 
a  plan  no  more  would  have  been  expended,  the  same  number  of 
buildings  would  have  been  completed,  but  the  time  from  the  start 
to  the  finish  would  have  been  shortened  for  each  project. 

The  Vehicular  Tunnel 

Payment  of  New  York’s  share  of  the  New  York-New  Jersey 
Vehicular  Tunnel  from  current  revenue  is  a  striking  example  of 
the  financing  of  capital  improvements  without  borrowing.  The 
following  payments,  all  derived  from  general  tax  income,  have 
been  made  by  New  York  for  the  construction  of  the  vehicular 
tunnel : 


1919  .  $1,722  37 

1920  . 106,893  38 

1921  .  299,044  10 

1922  .  544,685  72 

1923  .  3,481,239  16 

1924  . - .  5,614,390  19 

1925  .  4,773,933  74 


Total  .  $14,821,908  66 


The  first  expenditure  of  any  consequence,  the  1920  payment, 
was  made  when  the  state  was  turning  to  current  tax  receipts  for 
other  projects,  in  particular,  canal  and  road  building.  The  pay¬ 
ments  for  the  tunnel  have  increased  as  current  income  bore  an  in¬ 
creasingly  large  share  of  other  construction  costs.  It  has  been 
stated  that  the  state  would  have  been  justified  in  issuing  bonds  to 
pay  for  the  tunnel.  The  benefits  from  the  tunnel  will  be  spread 
over  a  long  period  of  years  and  moreover,  large  revenues  will  be 
derived  from  the  tolls.  The  state  refrained  from  borrowing  and 
has  met  with  ease  the  increasingly  large  outlays  from  tax  receipts 
alone. 
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PUBLIC  IMPROVEMENTS,  1918-1925 

In  the  foregoing  sections  we  have  presented  the  story  of  public 
improvements  under  the  segregated  headings  of  canals,  highways, 
parks,  buildings,  and  tunnels.  It  is  necessary  to  bring  all  of  these 
together  in  a  single  picture  before  an  accurate  impression  can  be 
gained  of  the  general  trend  of  financial  policy  which  the  state  has 
been  following  during  the  period  which  has  just  come  to  a  close. 
In  Table  No.  8  facing  page  81  the  expenditures  of  the  state  for 
all  permanent  improvements  and  for  debt  service  since  1908  are 
brought  together.  The  portion  of  improvements  financed  from 
current  revenues  and  from  borrowing  is  shown  and  the  percentages 
for  each  year  are  calculated.  This  table  is  on  the  basis  of  expendi¬ 
tures.  Table  No.  7  below  is  on  the  basis  of  appropriations.  It 
shows  substantially  the  same  situation,  though  of  course,  the  appro¬ 
priations  of  a  given  year  tend  not  to  appear  as  expenditures  for 
several  years.  There  is  an  inevitable  construction  lag  as  has  been 
pointed  out  above. 


TABLE  No.  7 

General  Budget  Appropriations  tor  Permanent  Improvements  and  Debt 

Service  * 


Fiscal  Year 

Total  budget 
appropriations 

Permanent  Improvements 
from  Current  Revenue! 

Debt  Service 

Amount 

Per  cent 
of  budget 

Amount 

Per  cent 
of  budget 

1917 . 

$59,103,450  08 

$2,342,206  90 

4.0 

$10,548,309  38 

17.8 

1918 . 

79,742,834  21 

7,187,073  75 

9.0 

13,168,459  16 

16.5 

1919 . 

81,525,271  31 

3,164,096  26 

3.9 

13,330,145  11 

16.3 

1920 . 

95,840,983  77 

11,048,860  30 

11.5 

13,591,720  86 

14.2 

1921 . 

144,919,906  60 

18,481,198  06 

12.8 

15,584,816  84 

10. S 

1922 . 

137,833,344  80 

17,782,518  56 

12.9 

11,476,516  92 

8.3 

1923 . 

143,159,710  24 

19,695,485  00 

13.8 

12,181,895  49 

8.5 

1924 . 

156,394,269  58 

25,446,240  00 

16.3 

11,536,005  24 

7.4 

1925 . 

154,870,671  46 

18,974,770  05 

12.3 

15,153,866  14 

9.8 

1926 . 

169,711,313  73 

20,859,061  60 

12.3 

15,761,969  41 

9.3 

*  General  Budget  Appropriations,  exclusive  of  appropriations  for  Federal  Government’s  Share 
of  Rural  Post  Roads,  from  statement  prepared  by  the  Comptroller,  1925. 
t  Including  State  aid  for  county  highway  construction. 


An  examination  of  Table  No.  8  shows  certain  significant  facts. 
Expenditures  for  permanent  improvements  have  not  grown  rapidly 
during  the  period  though  there  has  been  considerable  fluctuation. 
(Column  7.)  Since  1916  there  has  been  a  very  marked  change  in 
the  percentage  of  permanent  improvements  financed  from  bonds 
and  current  revenues.  In  1916,  over  89  per  cent  of  the  money 
going  into  improvements  came  from  borrowed  funds.  In  1925  this 
had  shrunk  to  8.1  per  cent,  though  the  total  amount  spent  had 
risen  from  sixteen  to  over  thirty  millions  of  dollars.  (Column  6.) 
The  current  revenue  devoted  to  permanent  improvements  has  sud- 


TABLE  No.  8  Expenditures  for  Permanent  Improvements  and  for  Debt  Service  1908  to  1924 
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Capital  Expenditures  Financed  from  Borrowings. 
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denly  jumped  from  a  few  million  dollars  to  an  average  of  over 
twenty  million  dollars  for  the  last  four  years.  (Column  3.)  This 
represents  some  15  per  cent  of  the  general  fund  expenditures  for 
these  years.  (Column  4.)  This  is  a  remarkable  fiscal  achievement 
and  indicates  the  capacity  of  New  York  to  pay  for  improvements 
from  current  revenues. 

CONSTITUTIONAL  HISTORY,  1895-1925 

The  fundamental  principles  of  constitutional  debt!  restriction  es¬ 
tablished  by  the  184&  convention  have  been  adhered  to  for  eighty 
years.  Numerous  changes  have  been  made,  nevertheless,  in  the 
procedure  to  correct  methods  which  permitted  the  violation  of  the 
spirit  and  intent  of  the  constitution,  and  to  facilitate  the  redemp¬ 
tion  of  debt.  During  recent  years  the  fallacious  nature  of  some 
sinking  fund  requirements  became  evident,  and  in  1920  a  clear-cut 
system  of  sinking  fund  administration  based  on  actuarial  compu¬ 
tations  was  adopted.  The  1915  constitutional  convention  had  pro¬ 
posed  a  radical  modification  of  the  procedure  of  debt  redemption 
and  had  suggested  changes  as  well  in  other  debt  sections.  Though 
the  constitution  was  rejected  in  its  entirety  by  popular  vote,  the 
debt  provisions  were  later  placed  in  the  constitution  by  the  amend¬ 
ments  of  1918  and  1920. 

To  understand  the  existing  debt  provisions  of  the  constitution, 
the  article  is  here  analyzed  and  the  events  leading  to  modifications 
during  the  period  are  indicated  with  each  clause. 

Power  to  Contract  State  Debts 

Resort  to  borrowing  in  unusual  contingencies  has  been  limited 
to  two  occasions.  The  first,  that  “the  state  may  contract  debts  to 
repel  invasion,  suppress  insurrection,  or  defend  the  state  in  war,”* 
has  remained  unaltered  by  any  amendment.  The  second  con¬ 
tingency,  “to  meet  casual  deficits  or  failures  in  revenue  or  for 
expenses,  not  provided  for  ( in  an  amount  which )  shall  not  at  any 
one  time  exceed  one  million  dollars,”  was  subject  to  serious  and 
justified  criticism.  The  design  of  the  clause  was  merely  to  provide 
elasticity  in  state  financing  so  that  an  occasional  deficit  could  be 
met  promptly  without  impairing  the  state’s  credit  because  of  lack 
of  funds.  The  practice  of  borrowing  to  meet  deficits  was  a  serious 
defect  of  state  financial  policy  from  1777  to  about  1905.  The  1846 
provision  above  quoted,  had  the  one  merit  of  establishing  a  million 
dollar  limit,  which,  however,  was  exceeded  in  1856.  Even  after 
1846,  the  state  continued  to  borrow  for  current  deficits,  not  through 
bond  sales  which  were  prohibited,  but,  as  has  been  observed,  by 
dipping  into  sinking  and  trust  funds.  To  repay  these  loans,  special 
tax  levies  wrere  necessary,  and  the  general  fund  bore  the  added 
interest  for  the  cost  of  borrowing.  The  comptroller  in  1880  was 
given  authority  to  issue  temporary  revenue  bonds  in  anticipation 
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of  the  receipt  of  taxes.  At  that  time  the  new  appropriations  could 
come  into  force  on  October  1st  of  the  year  in  which  they  were 
passed,  and,  as  tax  levies  were  not  payable  until  February  15th 
of  the  ensuing  year,  resort  to  temporary  notes  was  continuous  for 
the  inevitable  deficits.  No  constitutional  or  legislative  restrictions 
but  the  growth  of  new  taxes  provided  the  remedy  for  the  situation. 
The  dates  for  payment  of  mortgage,  stock  transfer,  inheritance, 
and  income  taxes  were  distributed  throughout  the  year  in  such  a 
way  that  the  treasury  was  not  forced  to  wait  for  the  receipt  of  the 
property  taxes  before  securing  current  revenue  to  pay  current  bills. 
The  marked  increase  of  these  corporate  and  income  revenues  in 
recent  years  coupled  with  a  definite  effort  to  balance  the  budget 
has  avoided  the  recurring  deficits  which  made  necessary  continual 
deficit  borrowing  before  1905. 

The  power  to  borrow  for  deficits  under  the  clause  quoted  was  so 
faultily  worded  that  it  did  not  confine  the  state  to  borrowing  in 
anticipation  of  taxes  and  for  the  purposes  for  which  the  taxes 
were  authorized  by  the  legislature.  The  1846  and  1894  constitu¬ 
tions  had  merely  named  “casual  deficits,”  “failures  in  revenue” 
or  “expenses  not  provided  for”  as  occasions  when  debts  could  be 
incurred  legally  without  a  popular  referendum.  Under  any  of 
these  three  phrases,  the  state  officers  were  not  restricted  to  borrow¬ 
ing  for  objects  empowered  by  previous  legislative  act  or  for 
amounts  specified  in  appropriation  bills.  An  example  of  the  break¬ 
down  of  this  procedure  came  after  the  declaration  of  the  war  in 
1914  when  the  state  found  its  treasury  surplus  exhausted  by  fiscal 
disturbances  incident  to  the  war.  As  New  York  had  recently 
issued  bonds  for  $950,000  for  the  Saratoga  Springs  Reservation 
under  this  clause,  the  power  to  borrow  without  a  referendum  was 
practically  nil.  The  state  fell  back  on  its  implied  power  to  con¬ 
tract  debt  and  though  the  appellate  court  upheld  the  exercise  of 
implied  power,  the  state  had  difficulty  in  placing  the  loan. 

The  1920  amendment  to  the  constitution  ended  this  long  estab¬ 
lished  procedure  both  as  to  the  million  dollar  limit  and  as  to  the 
indefinite  purposes  for  which  loans  could  be  made.  In  its  place  was 
substituted  the  provision  that  “the  state  may  contract  debt  in  antic¬ 
ipation  of  the  receipt  of  taxes  and  revenues  .  .  .  for  the  purposes 
and  within  the  amounts  of  the  appropriations  theretofore  made.”* 
In  short,  temporary  borrowing  is  restricted  not  to  “deficits  or  fail¬ 
ures  in  revenue”  but  in  “anticipation  of  revenue”  and  may  be 
incurred  not  “for  expenses  not  provided  for”  but  only  to  pay  for 
expenses  designated  and  in  the  amounts  named  by  the  legislature. 

These  provisions  relate  to  debt  in  unusual  contingencies.  No 
power  resides  in  state  officials  to  create  debt  to  loan  to  private 
individuals,  corporations,  or  associations.  The  1846  prohibition, 
broadened  by  the  1894  constitution,  remained  without  any  question 
until  the  1925  grade  crossing  amendment  which  is  discussed  in 
the  next  chapter. 
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Limitation  of  Legislative  Power  to  Contract  Debt 

Except  for  the  unusual  contingencies  previously  named,  “no 
debt  shall  be  contracted  *  *  *  unless  such  debt  shall  be  authorized 
by  law  for  some  single  work  or  object The  clause  was  invoked 
in  1873  by  the  courts  to  declare  unconstitutional  the  law  approved 
the  preceding  year  authorizing  the  issuance  of  $6,600,00  bonds  for 
nineteen  items,  although  they  were  somewhat  related  in  nature. 
How  inclusive  the  term  “single  work  or  object’ ’  is,  has  never  been 
tested  since  through  judicial  determination.  It  is  probable,  how¬ 
ever,  that  it  would  be  given  a  broad  interpretation  by  the 
courts.  The  barge  canal  bonds  were  used  for  the  deepening 
of  the  canal,  the  construction  of  locks,  docks,  wharves,  ware¬ 
houses,  bridges,  and  many  other  items.  These  were  a  “single  work 
or  object”  because  they  were  part  of  a  canal  system.  It  is  probable 
that  a  state  prison  system,  though  it  included  the  purchase  of  land 
in  various  towns  and  the  construction  of  buildings  thereon,  would 
be  held  to  be  a  “single  object  or  purpose.” 

“No  law  shall  take  effect  until  it  shall  at  a  general  election  have 
been  submitted  to  the  people  and  have  received  a  majority  of  all 
the  votes  cast  for  or  against  it.”* 

This  referendum  provision  remains  a  fundamental  part  of  New 
York’s  debt  policy  eighty  years  after  its  first  adoption.  Proposed 
as  a  check  by  the  people  upon  absolute  legislative  power  to  create 
debt,  the  “brakemen”  themselves  have  not  been  unduly  suspicious 
of  debt  proposals  or  miserly  in  their  action.  A  $123,000,000  issue 
of  canal  bonds  has  been  authorized  by  their  vote  on  four  measures, 
a  $100,000,000  highway  debt  has  been  created,  $72,644,000  of  war 
bounty  and  bonus  debts  incurred,  and  besides  the  smaller  bonds 
for  parks  and  forests,  a  $65,000,000  debt  for  state  institutions  and 
parks  has  been  incurred  or  authorized.  On  top  of  these  debts  have 
come  the  four  hundred  millions  of  dollars  authorized  in  1925.  The 
referendum  did  not  aim  to  shut  off  any  borrowing  by  the  state. 
On  that  test,  of  course,  it  would  be  a  grotesque  failure.  It  sought 
to  bring  out  in  the  open  the  proposals  for  creating  debt  which  had 
been  adopted  before  in  secret  star-chamber  session  by  state  officials 
who  were  anxious  to  avoid  taxing  the  people.  For  these  ends,  the 
referendum  has  eminently  succeeded. 

After  1905  the  submission  of  a  constitutional  amendment  at  the 
same  election  at  which  a  bond  proposal  was  on  the  ballot  was  pos¬ 
sible.  The  clause  forbidding  a  bond  referendum  at  the  same  time 
as  the  vote  on  an  amendment  to  the  constitution  was  stricken  out. 
Experience  thus  far  does  not  indicate  any  popular  confusion  as 
the  result  of  the  elimination  of  this  provision. 

The  anomalous  situation  resulting  from  the  adoption  of  the  1905 
highway  amendment  has  been  discussed.  At  that  time  the  voters 
authorized  the  issue  of  highway  bonds,  the  only  limitation  being 
that  not  more  than  $50,000,000  could  be  outstanding  at  one  time. 
In  effect  this  was  a  grant  of  unlimited  borrowing  for  it  would  have 
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permitted  borrowing  indefinitely  in  the  future.  When  the  original 
issue  had  been  redeemed,  a  generation  or  so  afterwards  when  con¬ 
ditions  would  be  radically  changed,  another  fifty  millions  of  dollars 
would  have  been  authorized  under  the  1905  amendment.  The  ap¬ 
proval  by  the  people  of  another  $50,000,000  highway  issue  on  a 
referendum  vote  in  1912  provided  a  second  method  by  which  the 
debt  creating  power  could  be  exercised.  The  contradictory  situa¬ 
tion  was  straightened  out  by  the  1920  constitutional  amendment 
which  limited  the  authorization  of  highway  bonds  thereafter  to 
legislative  proposal  and  popular  approval.  The  1905  amendment 
was  repealed.  The  state  thus  reverted  to  its  original  conception 
of  bonding  for  highways  through  referenda. 

i  ‘The  legislature  may  *  *  *  after  approval  *  *  *  by  the 
people ,  if  no  debt  shall  have  been  contracted  *  *  *  repeal  the 
same  and  may  at  any  time  forbid  the  contracting  of  any  debt  under 
such  law.”*  If  the  event  reveals  that  resort  to  borrowing  is  un¬ 
necessary  the  law  authorizing  its  creation  may  be  repealed  by 
legislative  action  and  no  debt  can  be  created.  In  short,  the  refer¬ 
endum  vote  is  permissive,  not  mandatory.  Thq  legislature  may  in 
its  own  discretion  decide  that  further  pursuance  of  the  policy  is 
inadvisable,  or  find  other  funds  available  for  the  purpose,  and 
repeal  the  empowering  act  without  reference  to  the  people. 

The  constitution  requires  the  submission  of  the  entire  law,  on 
whose  authority  the  debt  is  to  be  created,  to  the  people  for  ap¬ 
proval  or  disapproval.  The  people,  in  short,  are  asked  to  pass 
upon  the  object  in  view  as  well  as  upon  the  issuance  of  bonds  by 
which  it  is  to  be  executed. 

Administration  of  Sinking  Funds 

The  constitution  prior  to  1920,  directed  the  legislature  that  it 
“  shall  appropriate  annually  to  the  sinking  fund  moneys  in  amount 
sufficient  to  pay  such  interest  and  principal  of  such  debt”  *  *  * 
and  “that  the  legislature  shall  impose  and  provide  for  the  collec¬ 
tion  of  a  direct  annual  tax  for  the  payment  of  debts.”  f  Legisla¬ 
tures  construed  these  directions  in  different  fashions.  No  rate  of 
tax  was  fixed  in  the  bond  act  by  the  early  legislatures.  The  act  of 
1859  while  it  imposed  an  annual  tax  for  the  payment  of  bonds,  did 
not  fix  the  rate,  rather  directing  the  controller  to  adjust  and  levy 
the  tax  each  year.  The  acts  of  1865,  1870,  and  1872  did  not  fix 
the  tax  rate  but  required  that  an  annual  tax  of  varying  amount 
should  be  imposed  later.  The  canal  acts  of  1895  and  1903  set  an 
annual  tax,  the  former  at  13/100  mills  and  the  latter  at  12/1000 
of  a  mill  for  each  million  dollars  of  bonds  outstanding  in  any  year. 
The  tax  was  computed  by  calculating  the  number  of  instalments 
required  to  redeem  the  principal  at  maturity  (as  well  as  to  pay  the 
interest),  applied  to  the  state’s  assessed  valuation  for  the  year  in 
which  the  act  was  passed.  No  allowance  was  made  for  the  in- 
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creased  valuation  which  therefore  produced  an  unnecessary  surplus 
income  for  the  sinking  fund.  An  error  even  in  the  computation  of 
the  rate  of  tax  was  made  for  one  canal  fund.  The  law  setting  the 
rate  at  481/1000  of  a  mill  per  dollar  of  assessed  valuation  accumu¬ 
lated  in  three  years,  a  fund  of  more  than  $12,000,000  although  but 
$11,000,000  of  principal  was  to  be  redeemed.  A  reduction  of  the 
rate  to  4/1000  of  a  mill  was  effected,  thus  preventing  the  emphasis 
of  a  ludicrous  situation,  though  the  surplus  remained  in  the  fund. 

Highway  bond  laws  set  a  millage  rate  of  taxation  or  imposed 
upon  property  an  annual  tax  of  2  per  cent  of  the  bonds  issued. 
The  latter  plan  had  the  dubious  merit  of  simplicity  for  it  assumed 
that  a  2  per  cent  payment  would  in  fifty  years  redeem  100  per  cent 
of  the  principal.  In  fact,  the  cumulative  earnings  of  the  fund, 
created  by  setting  aside  2  per  cent  of  the  principal  annually,  would 
redeem  the  principal  in  thirty,  not  fifty  years.  The  Palisade  Park 
and  forest  preserve  bonds  fortunately  allowed  a  varying  tax  rate  to 
correspond  to  the  rise  of  assessed  valuation  as  well  as  recognized 
the  cumulative  earning  power  of  sinking  fund  assets  which  would 
decrease  the  amount  of  the  required  annual  contribution. 

These  two  blunders  in  sinking  fund  administration  contributed 
to  building  up  an  enormous  surplus  beyond  the  amounts  actual 
computation  revealed  to  be  necessary.  The  committee  on  finance 
of  the  1915  constitutional  convention  reported  that  the  assets  of 
the  funds  as  of  September  30,  1914,  were  $34,487,679.41  while  only 
$4,940,095.13  was  required  under  a  3  per  cent  compounding  of 
earnings. 

Following  the  defeat  of  the  1915  constitution,  the  legislature 
twice  passed  the  Sage  amendment  which  remedied  these  errors. 
The  amendment  was  adopted  by  the  people  in  1920.  The  constitu¬ 
tion  now  reads:  ‘ ‘ The  comptroller  shall  each  year  appraise  the 
securities  of  such  funds”  and  “he  shall  then  determine  and  cer¬ 
tify  to  the  legislature  .  .  .  the  amounts  which  .  .  .  would 

.  .  .  computed  at  the  rate  of  3  per  centum  per  annum ,  produce 
at  the  date  of  maturity  the  amount  of  the  debt.”*  To  absorb  the 
surpluses,  provision  was  made  for  the  reduction  in  the  amount  of 
the  instalments  and  the  use  of  excess  funds  for  annual  interest 
charges.  “Excess  income,”  the  constitution  reads,  “may  be  ap¬ 
plied  to  the  interest  on  the  debt  for  which  the  fund  was  created 
.  .  .  any  excess  not  required  for  the  payment  of  interest  may  be 
applied  to  the  general  fund  of  the  state  ” f 

No  direct  tax  for  the  sinking  fund  is  required  in  two  contin¬ 
gencies.  When  the  assets  of  a  sinking  fund  equal  the  principal 
of  the  debt  which  is  to  be  redeemed,  no  tax  is  required  for  the  prin¬ 
cipal  though  an  amount  sufficient  to  meet  interest  charges  must  be 
continued.  Again,  if  the  general  state  revenues  show  a  surplus  in 
any  year  the  legislature  has  the  option  of  omitting  the  tax  and 
using  the  surplus  for  sinking  fund  requirements. 
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The  saving  to  the  state  from  computing  sinking  fund  instalments 
on  an  actuarial  basis  as  well  as  absorbing  surplus  earnings  was 
realized  at  once  upon  the  adoption  of  the  new  procedure.  The 
charges  for  debt  service  dropped  from  $15,584,817  to  $10,441,113 
in  a  single  year.  For  the  three  years,  1922,  1923,  and  1924  the 
charges  were  lower  by  some  $12,000,000  than  if  the  1920  rate  had 
been  maintained.  Though  debt  charges  have  risen  again  in  1925, 
to  their  former  amount,  the  increase  is  due  solely  to  new  debt.  A 
conservative  estimate  of  the  tax;  reduction  during  the  five  years 
since  the  inauguration  of  new  method  of  computing  sinking  fund 
requirements  is  $19,000,000. 

To  provide  for  the  continuance  of  sinking  funds  until  the  re¬ 
demption  of  existing  term  bonds,  and  to  insure  the  inviolability  of 
their  assets,  the  most  recent  constitutional  direction,  that  of  the 
1920  amendment,  states:  “The  sinking  funds  ...  of  the  debts 
.  .  .  heretofore  contracted  shall  be  continued ;  they  shall  be  sep¬ 
arately  kept  and  safely  invested  and  shall  be  neither  used  or  appro¬ 
priated  other  than  for  payment  or  extinguishment  of  debt.”* 

The  1920  amendment,  in  addition,  gave  to  the  legislature  per¬ 
missive  authority  to  exchange  outstanding  sinking  fund  bonds  for 
serial  bonds,  the  paragraph  reading:  “The  legislature  may  provide 
authority  whereby  ( sinking  fund)  bonds  may  be  exchanged  .  .  . 
for  serial  bonds  .  .  .  upon  such  terms  and  conditions  .  .  . 

as  it  may  authorize” f  except  that  the  date  of  maturity  or  the 
cost  of  the  refunded  bond  shall  not  exceed  that  of  the  sinking 
fund  bond.  To  date  the  legislature  has  not  exercised  the  refunding 
authority.  And  it  is  of  little  or  no  value. 

Redemption  of  Debt 

“Bonds  for  moneys  .  .  .  borrowed  (in  anticipation  of  the 

receipt  of  taxes  and  revenues)  shall  with  the  interest  thereon ,  be 
paid  from  such  taxes  and  revenues  within  one  year  from  the  date 
of  issue.  ”%  The  provision  is  the  necessary  guard  against  the 
accumulation  of  floating  debt.  Were  the  state  permitted  to  borrow 
against  expected  revenue,  without  being  compelled  to  redeem 
immediately  upon  the  receipt  of  the  revenue,  postponed  payment 
might  result  and  a  floating  debt  resting  on  dissipated  assets.  Re¬ 
payment  within  a  year  ensures  that  the  temporary  bonds  will  rest 
on  live  assets  which  will  permit  the  prompt  retirement  of  the 
debt. 

All  future  funded  debt,  under  the  direction  of  the  1920  amend¬ 
ment,  must  be  in  serial  form.  The  1915  convention  had  attempted 
to  substitute  serial  for  sinking  fund  bonds  and  an  amendment  of 
1918  had  made  their  use  permissive.  The  1920  amendment  made 
their  use  mandatory.  Except  for  debts  for  unusual  contingencies, 
“all  debts  contracted  after  January  1, 1920 ,  shall  be  paid  in  equal 
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annual  instalments The  state  now  is  committed  to  debt  re¬ 
demption  through  what  is  called  the  “straight  serial  bond,”  that  is, 
one  whose  principal  is  retired  in  annual  instalments  of  equal 
amounts.  The  net  effect  is  to  diminish  annually  the  amount  of  in¬ 
terest  charges  thus  making  the  total  debt  charges  for  the  latter 
part  of  the  bond’s  life  small  in  comparison  to  the  early  years  in 
which  the  heavy  interest  charges  are  paid. 

The  inevitable  result  of  this  limitation  to  serial  bonds  only  will 
be  the  complete  abolition  of  sinking  funds  and  sinking  fund  ad¬ 
ministration.  While  this  will  remove  the  dangers  of  mismanage¬ 
ment,  it  will  also  extinguish  the  large  capital  resources  which  have 
been  under  the  control  of  the  state  in  its  sinking  funds.  There  are 
times  when  such  funds  may  be  of  great  value  to  the  state.  This  is 
amply  demonstrated  in  the  experiences  of  some  cities. 

“The  legislature  shall  annually  provide  by  appropriation  for 
the  payment  of  the  interest  upon  and  instalments  of  principal  of 
all  debts  .  .  .  except  those  contracted  (in  anticipation  of  reve¬ 
nue  receipts )  .  .  .  and  for  the  amount  annually  to  be  contrib¬ 

uted  ...  to  all  the  sinking  funds  heretofore  created." f  Early 
methods  of  debt  redemption  naturally  related  amortization  to  direct 
property  taxation.  When  sinking  funds  were  established  the  direct 
property  tax  was  the  major  source  of  state  income  and  the  require¬ 
ment  for  a  direct  tax  to  support  sinking  funds  was  but  an  expres¬ 
sion  of  current  conceptions  of  taxation.  The  enormous  develop¬ 
ment  of  business,  corporate  and  personal  income  taxes  have  rele¬ 
gated  thq  property  tax  to  a  minor  position  as  a  source  of  state 
revenue.  The  dependence  of  sinking  funds  upon  an  obsolete  tax, 
accordingly,  was  removed  by  the  1920  amendment  which  provided 
for  legislative  appropriation  out  of  general  revenues  for  all  debt 
service,  whether  for  established  sinking  funds  or  for  serial  bonds. 

“If  at  any  time  the  legislature  shall  fail  to  make  any  such  ap¬ 
propriation  (for  debt  service )  the  comptroller  shall  set  apart  a  sum 
sufficient  to  pay  such  interest,  instalments  of  principal,  or  contri¬ 
butions  to  sinking  funds  .  .  .  and  shall  so  apply  the  moneys 

thus  set  apart.9 ’%  The  state’s  credit  is  guarded  further  against 
legislative  inaction  or  disregard  of  the  state’s  pledge  to  pay  by 
imposing  upon  an  administrative  officer  the  duty  of  checking  legis¬ 
lative  action  and  the  power  of  spending  state  money  to  meet  legal 
obligations  for  debt  service  even  though  no  legislative  authoriza¬ 
tion  of  expenditure  has  been  made.  Exercise  of  this  power  has  not 
been  necessary. 

The  Period  of  Issue 

“No  debt  hereafter  authorized  shall  be  contracted  for  a  period 
longer  than  that  of  the  probable  life  of  the  work.99  §  The  constitu- 

*  Art.  VII,  §  4  (1920). 

tArt.  VII,  §  11  (1920). 

t  Ibid. 

§  Art.  VII,  § 
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tional  intent  is  clear.  A  general  rnle  is  here  laid  down  for  the 
guidance  of  the  legislature  so  as  to  avoid  postponement  of  debt 
repayment  by  issuing  bonds  unduly  long  in  term.  It  is  the  inten¬ 
tion  also  to  compel  those  who  benefit  from  a  project  to  pay  for  the 
redemption  of  its  debt.  A  maximum  length  of  all  bonds,  however, 
is  prescribed.  “ The  last  (installment  of)  all  debts  contracted  .  .  . 
shall  be  payable  not  more  than  fifty  years  after  such  debt  shall 
have  been  contracted Subject  to  this  limitation  legislative 
determination  of  the  life  of  the  improvement  and  the  length  of  the 
bond’s  term  is  final  and  conclusive.  The  fifty-year  maximum 
contained  in  the  1920  amendment  is  a  restatement  of  the  1905 
amendment  extending  the  permissible  life  of  a  bond  from  eighteen 
to  fifty  years.  The  amendment  adopted  twenty  years  ago  was  an 
outgrowth  of  the  barge  canal  campaign  as  it  was  believed  that  the 
huge  issue  of  $101,000,000  for  canals  was  too  large  to  be  redeemed 
within  the  eighteen-year  time  limit  then  existing.  In  certain 
respects,  at  least,  the  extension  of  the  time  is  unfortunate.  A  fifty- 
year  possible  life  for  bonds  is  a  standing  temptation  to  extend 
unduly  the  term  of  issue  for  an  improvement  the  life  of  which 
is  far  less  than  that  amount.  Nevertheless,  the  terms  for  the 
soldiers’  bonus  and  state  institutional  bonds  were  set  at  twenty- 
five  years.  This  attests  to  the  admirable  and  conservative  practice 
of  the  particular  legislatures  which  passed  these  bond  acts. 

Borrowing  Power  of  New  York  State 

In  concluding  this  section  it  may  be  well  to  summarize  briefly 
the  important  limitations  which  now  exist  upon  the  debt  incurring 
power  of  New  York  State.  The  power  to  borrow  is  strictly 
limited  by  the  constitution.  There  was  a  time,  before  1846,  when 
the  state ’s  borrowing  power  was  practically  unfettered  as  we 
have  seen  in  the  foregoing  chapters.  The  issuance  of  bonds  was 
left  to  the  legislature,  and  debts  were  contracted  to  pay  for  the 
running  expenses  of  the  government,  for  current  deficits,  for 
improvements  and  even  for  loans  to  private  individuals,  banks, 
and  canal,  turnpike  and  railroad  companies.  There  was  at  the 
time  a  great  need  for  capital  in  the  development  of  the  resources 
of  the  state  and  especially  in  financing  transportation.  There 
were  no  great  banking  institutions  nor  any  fund  of  private  capital 
which  could  be  drawn  upon  because  this  was  a  new  and  expanding 
country.  It  was  only  natural  that  the  people  should  turn  to  the 
state  to  meet  the  situation.  A  great  wave  of  enthusiasm  swept 
over  the  United  States  and  millions  of  dollars  were  borrowed  by 
the  state  and  local  governments  and  loaned  to  individuals  and 
corporations.  New  York  State  was  prominent  in  this  movement. 
In  every  state  the  final  result  was  financially  disastrous.  Rail¬ 
roads  failed,  banks  collapsed,  and  other  enterprises  went  under, 
carrying  with  them  the  loans  which  had  been  made  by  the  gov¬ 
ernments  from  the  pockets  of  the  taxpayers.  New  York  State 


*Art.  VII,  §  6. 
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alone  lost  over  four  million  dollars.  The  loss  of  the  cities  of  this 
state  has  never  been  tabulated,  though  this  committee  found 
various  cities  which  were  still  retiring  railroad  loan  bonds  when 
we  investigated  local  debts  in  1920.  Though  the  loss  to  the  state 
does  not  look  large  now,  it  must  be  remembered  that  the  current 
expenses  of  the  state  were  well  under  one  million  dollars  in  1846. 
During  this  same  period  state  finances  were  so  badly  handled  -that 
growing  deficits  gradually  wiped  out  the  general  fund  entirely, 
and  in  one  year,  as  has  been  stated,  there  were  no  funds  with 
wdiich  to  meet  the  debt  obligations  of  the  state.  New  York  did 
not  actually  default,  as  did  many  states  during  this  same  period, 
but  the  obligations  were  met  only  through  the  most  drastic  means. 
The  indignation  in  the  state  at  this  loss  of  loans  and  mismanage¬ 
ment  of  the  state’s  finances  rose  so  high  that  it  was  the  chief 
issue  when  the  constitutional  convention  met  in  1846  and  pro¬ 
hibited  the  state  from  issuing  bonds  without  the  approval  of  the 
voters  and  wrote  into  the  constitution  these  words :  ‘  ‘  the  credit  of 
the  state  shall  not  in  any  manner  be  given  or  loaned  to  or  in  aid 
of  any  individual,  association  or  corporation.”*  The  restrictions 
on  borrowing  which  were  adopted  in  the  constitution  of  1846  have 
continued  to  the  present  time  with  occasional  minor  modifications. 
They  were  also  copied  by  many  other  states. 

The  borrowing  powers  and  restrictions  of  the  state  as  provided 
by  the  present  constitution  may  be  outlined  as  follows : 

1.  The  state  may  not  lend  its  credit,  except  to  the  extent  of 
$225,000,000  for  grade  crossing  elimination.  (Art.  VII,  secs. 
1  and  14.) 

2.  The  state  may  borrow  money  in  anticipation  of  tax  collection 
to  cover  appropriations  but  not  for  a  period  of  more  than  a  year. 
(Sec.  2.)  f 

3.  The  state  may  borrow  to  ‘‘repel  invasion,  suppress  insurrec¬ 
tion,  or  defend  the  state  in  war.”  (Sec.  3.) 

4.  The  state  may  borrow  no  money  without  first  securing  the 
approval  of  the  voters  at  a  general  election,  except  for  the 
temporary  borrowings  and  the  war  borrowings  which  have  been 
mentioned,  and  except  for  ten  million  dollars  a  year  for  the  years 
1926  to  1935,  inclusive,  for  the  acquisition  of  real  property  and 
the  construction  of  improvements.  (Secs.  4  and  15.) 

5.  A  law  authorizing  a  debt,  submitted  to  the  people  for  ratifi¬ 
cation,  shall  be  for  a  “single  work  or  object”  and  shall  not  come 
before  the  people  at  an  election  when  “any  other  law  or  any  bill 
shall  be  submitted  to  be  voted  for  or  against.”  (Sec.  4.) 


*Art.  VII,  §  I  and  §  4. 

t  Until  the  Constitution  was  amended  in  1920,  the  State  was  authorized  to 
borrow  $1,000,000  a  year  without  referring  the  authorization  of  the  debt 
to  the  voters. 
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6.  Serial  bonds,  maturing  in  equal  annual  installments,  are  the 
only  form  of  bonds  which  the  state  may  issue,  except  for  tem¬ 
porary  borrowings  and  for  insurrection  and  war  bonds.  The 
first  installment  must  be  paid  within  one  year  after  the  debt  is 
contracted.  (Sec.  4.) 

7.  No  bonds  shall  be  issued  for  more  than  50  years,  nor  for  a 
longer  period  than  the  “probable  life  of  the  work  or  object”  to  be 
financed.  (Sec.  4.) 

The  constitution  contains  further  provisions  with  regard  to  the 
sinking  funds  and  tax  levies  for  debt  service.  The  important 
limitations,  however,  are  those  listed  above. 
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CHAPTER  IV 


THE  FUTURE  OF  THE  STATE  DEBT 
The  Present  Debt 

The  present  gross  debt  of  the  state  of  New  York  is  $318,456,000. 
The  net  debt  is  $227,459,522.32.  These  figures  are  as  of  June  30, 
1925,  at  the  close  of  the  last  fiscal  year.  The  people  of  the  state 
have  authorized  additional  bonds  which  have  not  yet  been  issued 
for  hospitals  ($37,500,000)  and  for  state  parks  ($15,000,000). 
The  outstanding  debt  is  for  the  following  purposes : 

New  York  State  Gross  Debt  June  30,  1925  * 


Highways  .  $98,400,000 

Canals  .  152,256,000 

Soldiers’  bonus  .  43,200,000 

Parks  and  forests .  12,100,000 

Welfare  buildings  .  12,500,000 


$318,456,000 


The  $98,400,000  of  highway  bonds  is  the  outstanding  indebted¬ 
ness  incurred  in  accordance  with  the  votes  of  the  people  in  1905 
and  1911  when  two  separate  issues  of  $50,000,000  each  were 
authorized.  The  state  did  not  assume  any  responsibility  for  high¬ 
ways  until  1898,  and  did  not  really  begin  a  building  program 
until  1902.  For  the  first  five  years,  tax  money  was  used  exclu¬ 
sively.  Then  came  the  two  bond  issues,  and  from  1907  to  1919  the 
entire  program  was  financed  with  borrowings.  Beginning  in  that 
year  an  increasing  proportion  of  construction  costs  has  been  met 
from  current  appropriations.  Most  of  the  highway  debt  was  con¬ 
tracted  before  1922. 

The  canal  debt  has  a  long  history.  The  original  Erie  canal  was 
constructed  between  1817  and  1825.  It  cost  over  ten  million 
dollars,  seven  millions  of  which  was  borrowed.  For  the  next 
nine  years  practically  nothing  was  borrowed  and  the  construction 
program  lagged.  Then  came  eight  years  of  rapid  construction 
financed  largely  with  borrowings.  This  came  abruptly  to  an  end 
in  1842  when  the  state,  because  of  reckless  expenditures  and  bor¬ 
rowings  coupled  with  a  refusal  to  levy  state  taxes,  found  itself 
on  the  verge  of  defaulting  on  its  debt  payments.  The  program  of 
canal  enlargement  was  undertaken  again  in  1847,  mostly  from 
canal  tolls,  though  some  borrowing  was  necessary.  The  work  was 
completed  in  1862.  In  1882,  when  canal  tolls  were  abolished,  the 
state  took  over  the  canal  debt  which  at  that  time  had  been  reduced 

*  Report  of  the  Comptroller,  1925,  p.  273. 
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to  $9,000,000.  This  was  retired  from  taxes  and  sinking  funds,  the 
last  bonds  maturing  in  1893.  The  next  period  of  construction 
commenced  in  1896,  when  it  was  determined  to  modernize  and 
improve  the  canal  system.  The  work  did  not  progress  very 
rapidly,  howTever,  until  1909,  and  in  the  next  thirteen  years  over 
$150,000,000  was  spent  on  canal  construction,  about  $144,000,000 
of  which  was  borrowed.  Our  present  canal  debt  of  $152,256,000 
arises  from  this  recent  period  of  construction. 

The  soldiers’  bonus  bonds  were  authorized  by  the  people  in 
1923  and  issued  in  1924  and  1925.  A  somewhat  similar  debt 
was  incurred  in  1866  when  the  state  assumed  the  $27,644,000  of 
indebtedness  incurred  by  the  counties  in  paying  the  enlistment 
bounties  of  the  Civil  War  days. 

The  first  park  and  forest  preserve  bonds  were  issued  in  1885, 
when  $1,000,000  was  borrowed  for  the  Niagara  Reservation.  Other 
bonds  were  issued  in  1896  and  1898  for  the  Adirondack  Park,  all 
of  which  have  matured.  The  real  program  of  expenditure  and 
borrowing  did  not  begin  until  1910.  The  present  debt  dates  from 
that  period.  In  addition  to  the  bonds  which  have  been  issued,  an 
issue  of  $15,0-00,000  was  authorized  in  1924. 

In  1923,  fifty  millions  of  dollars  of  borrowing  was  authorized 
for  institutional  buildings.  Of  this  sum,  $12,500,000  has  been 
issued.  With  the  exception  of  this  amount  the  entire  institu¬ 
tional  and  building  program  of  the  state  of  New  York  has  been 
financed  from  current  taxation  and  not  from  borrowings ;  the 
prisons,  the  hospitals,  the  sanatoria  and  all  of  the  office  buildings 
at  Albany  have  all  been  paid  for  without  the  issuance  of  bonds. 

The  New  Policy  of  Debt  Expansion 

In  November  1925,  the  voters  of  the  state  adopted  two  amend¬ 
ments  to  the  state  constitution  which  authorize  a  large  expansion 
of  the  indebtedness  of  the  state.  The  first  of  these  adds  section 
fourteen  to  article  YII  of  the  constitution.  It  authorizes  the 
issuance  of  $300,000,000  of  bonds  for  the  elimination  of  grade 
crossings,  and  provides  for  the  lending  of  the  credit  of  the  state 
to  the  railroads  and  to  the  municipalities  who  are  to  pay  three- 
fourths  of  the  cost  of  elimination  “as  far  as  practicable.”  The 
second  amendment  permits  the  legislature  to  authorize  bonds  not 
in  excess  of  $10,000,000  a  year  for  ten  years  for  the  purchase  of 
real  estate  and  the  erection  of  buildings  and  improvements.  It 
is  evident  that  the  adoption  of  these  two  proposals  begins  a  new 
era  in  the  history  of  the  state  debt.  The  distinguishing  char¬ 
acteristics  of  the  new  period  are :  first,  the  abandonment  of  the 
policy  of  financing  buildings  and  improvements,  primarily,  from 
current  revenues  and,  second,  a  reversion  to  the  policy  of  lending 
the  credit  of  the  state  to  private  and  public  corporations.  It  will 
be  seen  that  the  transition  to  this  new  debt  policy  really  came  in 
1925,  when  the  first  hospital  bonds  were  sold  from  the  $50,000,000 
authorized  in  1923.  The  effect  of  the  new  program  will  be  evi¬ 
dent  from  1926  on.  It  will  result  in  the  rapid  growth  of  the  state 
debt. 
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The  change  of  policy  which  has  taken  place  may  be  far  more 
significant  than  is  now  generally  realized.  The  new  plan  of  bor¬ 
rowing  ten  million  dollars  a  year  for  improvements  and  institu¬ 
tions  cannot  be  stopped  easily  in  1935,  when  the  present  authoriza¬ 
tion  expires.  The  need  for  buildings,  repairs,  bridges  and  tunnels 
will  go  on,  if  we  are  to  judge  by  the  past.  We  have  been  spend¬ 
ing  much  more  than  ten  million  dollars  a  year  for  such  objects 
in  the  past.  Moreover  in  1935,  we  will  be  paying  a  heavy  bill 
for  debt  service  on  account  of  the  $100,000,000  borrowed  for 
improvements  between  now  and  then.  The  burden  will  be  from 
five  to  seven  million  dollars  in  that  year,  depending  upon  the 
terms  of  issue.  It  will  not  be  easy  therefore  to  stop  borrowing 
in  1935  and  begin  anew  the  policy  of  paying  from  current  revenues. 
It  is  probable  therefore  that  the  $10,000,000  a  year  borrowing  plan 
is  the  forerunner  of  an  outstanding  net  debt  of  not  less  than 
$130,000,000  within  the  next  generation. 

The  new  policy  of  loaning  the  credit  of  the  state  may  lead  us 
even  further.  It  has  already  been  said  that  the  grade  crossings 
will  require  more  than  the  $300,000,000  which  has  been  allowed. 
For  this  purpose  a  supplemental  authorization  of  bonds  would  be 
natural.  There  are  also  many  other  fields  into  which  the  state 
may  be  drawn  if  the  new  policy  is  carried  further.  The  encourage¬ 
ment  of  housing  construction,  the  development  of  water  power, 
the  resuscitation  of  defunct  railways,  and  the  assumption  of  the 
coal  business  are  merely  examples  which  have  been  discussed  in 
recent  months.  While  none  of  these  projects  will  be  backed  with 
state  credit  without  the  intention  of  guaranteeing  the  investment 
of  the  state,  it  is  difficult  to  overlook  the  possibilities  of  disaster, 
especially  in  view  of  the  losses  which  were  substained  by  the  state 
before  the  loaning  of  credit  was  prohibited  in  1846. 

The  Present  Debt  Burden 

During  the  past  four  years  the  taxpayers  of  New  York  have 
been  called  upon  to  meet  the  following  appropriations  on  account 
of  the  state  debt : 


For  Interest 

Year  and  Principal 

1922  $11,476,516 

1923  12,181,895 

1924  11,536,005 

1925  15,153,866 


The  obligation  of  the  taxpayers  on  account  of  the  bonds  now 
issued  will  total  approximately  $489,000,000  by  the  time  the  last 
bond  is  retired.  The  payments  year  by  year  from  1926  on  have 
been  estimated  as  follows  in  Table  No.  9. 
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TABLE  No.  9 

Annual  Appropriations  for.  Principal  and  Interest  for  the  Existing  and 

Authorized  State  Debt  as  of  Oct.,  1925 


1926 

1927 

1928 

1929 

1930 


Year 


Already 
issued  * 


$16,108,330 

15,730,030 

15,601,730 

15,473,430 

15,345,130 


Authorized  but 
not  issued  t 


Total 


78 

78 

78 

78 

78 


$1,356,250 

2.686.250 
3,990,000 

3.911.250 


00 

00 

00 

00 


$16,108,330  78 
17,086,280  78 
18,287,980  78 
19,463,430  78 
19,256,380  78 


1931 

1932 

1933 

1934 

1935 


15,216,830  78 
15,088,530  78 
14,960,230  78 
14,831,930  78 
14,703,630  78 


3.832.500  00 
3,753,750  00 
3,675,000  00 
3,596,250  00 

3.517.500  00 


19,049,330  78 
18,842,280  78 
18,635,230  78 
18,428,180  78 
18,221,130  78 


1936 

1937 

1938 

1939 

1940 


14,575,330  78 
14,447,030  78 
14,318,730  78 
14,190,430  78 
14,062,130  78 


3.438.750  00 
3,360,000  00 
3,281,250  00 
3,202,500  00 

3.123.750  00 


18,014,080  78 
17,807,030  78 
17,599,980  78 
17,392,930  78 
17,185,880  78 


1941 

1942 

1943 

1944 

1945 


13,933,830  78 
13,705,533  78 
13,409,908  44 
13,281,608  44 
13,047,058  44 


3,045,000  00 
2,966,250  00 
2,887,500  00 
2,808,750  00 
2,730,000  00 


16,978,830  78 
16,671,783  78 
16,297,408  44 
16,090,358  44 
15,777,058  44 


1946 

1947 

1948 

1949 

1950 


12,697,902  63 
12,515,831  74 
12,387,531  74 
12,259,231  74 
9,820,931  74 


2.651.250  00 
2,572,500  00 
2,493,750  00 
2,415,000  00 

2.336.250  00 


15,349,152  63 
15,088,331  74 
14,881,281  74 
14,674,231  74 
12,157,181  74 


1951 

1952 

1953 

1954 

1955 


9,789,131  74 
9,757,331  74 
9,725,531  74 
9,693,731  74 
9,661,931  74 


2,257,500  00 
1,478,750  00 
726,250  00 


12,046,631  74 
11,236,081  74 
10,451,781  74 
9,693,731  74 
9,661,931  74 


1956. 

1957. 

1958. 

1959. 

1960. 


9,628,246  58 
9,571,135  62 
9,500,484  02 
9,143,142  73 
8,983,403  17 


9,626,246  5S 
9,571,135  62 
9,500,484  02 
9,143,142  73 
8,983,403  17 


1961. 

1962. 

1963. 

1964. 

1965. 


8,133,427  27 
6,801,344  07 
5,730,668  61 
4,557,467  05 
3,576,636  66 


8,133,427  27 
6,801,344  07 
5,730,668  61 
4,557,467  05 
3,576,636  66 


1966 

1967 

1968 

1969 

1970 

1971 


2,353,869  03 
1,680,546  51 
763,000  00 
731,400  00 
699,600  00 
667,800  00 


2,353,869  03 
1,680,546  51 
763,000  00 
731,400  00 
699,600  00 
667,800  00 


*  Prepared  from  statement  of  the  Comptroller,  September,  1925. 

t  Assuming  that  the  park  bonds  and  the  remaining  institutional  bonds  will  be  issued  in  equal 
amount  during  the  coming  three  years,  and  that  twenty-five  year  3.75  per  cent  bonds  will  be  sold. 


From  this  table  it  will  be  seen  that  debt  service  will  remain 
above  $10,000,000  a  year  for  the  next  twenty-four  years,  even 
without  the  issuance  of  another  bond. 


* 
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Burden  of  New  Bonds 

How  much  will  the  new  bonds  to  be  issued  for  grade  crossing 
elimination,  and  for  land,  buildings,  and  improvements,  add  to  the 
annual  charge  for  debt  service?  Before  we  can  answer  this  ques¬ 
tion  it  is  necessary  to  determine  during  what  years  these  bonds 
will  be  issued,  for  what  period  of  years  they  will  run  and  what 
interest  rate  they  will  carry. 

Under  the  terms  of  the  amendment  authorizing  building  and 
improvement  bonds,  not  in  excess  of  ten  million  dollars  a  year  may 
be  authorized  each  year  for  ten  years.  If  in  any  year  less  than 
the  full  ten  millions  of  dollars  is  authorized,  the  power  to  incur 
the  balance  lapses.  The  term  of  issue  is  limited  by  the  constitu¬ 
tion  to  the  life  of  the  improvement  and  cannot  exceed  fifty  years.* 
It  is  probably  safe  to  assume  that  the  average  term  of  issue  will 
be  twenty-five  or  thirty  years.  The  interest  rate  is  more  difficult 
to  estimate.  Every  indication  points  to  a  gradual  decline.  We 
have  therefore  estimated  the  rate  as  3.75  per  cent  on  bonds  sold 
in  1926  to  1929,  3.5  per  cent  on  bonds  sold  in  1930-33,  and  3.25 
per  cent  on  subsequent  issues.  The  added  annual  burden  for  the 
$100,000,000  bond  issue  for  buildings  on  this  basis  is  shown  in  the 
first  column  of  Table  No.  10.  The  second  column  shows  the  burden 
if  fifty-year  bonds  are  issued. 

The  grade  crossing  amendment  authorizes  the  sale  of  $300,000,- 
000  of  bonds.  There  is  no  prescribed  time  schedule  for  the 
expenditures.  It  is  assumed,  however,  that  the  work  will  be 
pushed  along  with  vigor.  Even  with  such  a  program  it  will 
require  fifteen  to  twenty  years.  In  other  words,  some  fifteen  to 
twenty  million  dollars  a  year  will  represent  the  new  grade  cross¬ 
ing  bond  issues.  In  view  of  the  permanent  character  of  grade 
crossing  elimination,  it  may  be  assumed  that  all  bonds  will  be 
issued  for  the  full  fifty  years  allowed  by  the  constitution.  The 
interest  rate  may  be  estimated  as  is  indicated  above  for  the  build¬ 
ing  and  improvement  bonds. 

In  the  case  of  grade  crossing  elimination,  while  the  state  is  to 
furnish  all  the  capital  in  the  first  instance  from  the  $300,000,000 
bond  issue,  the  railroads  and  the  localities  are  to  carry  three- 
fourths  of  the  burden.  This  means,  if  all  goes  well,  that  the  tax¬ 
payers  of  the  state  will  be  called  upon  to  meet  but  one-fourth 
of  the  added  debt  service  charges  caused  by  the  grade  crossing 
bonds.  The  balance  will  be  met  from  assessments  on  the  railroads 
and  on  the  localities.  The  additional  burden  for  debt  service  to 
be  included  in  the  state  budget  each  year  on  account  of  the  state’s 
share  of  the  grade  crossing  bonds  is  presented,  on  this  basis,  in  the 
third  column  of  Table  No.  10. 


*Art.  VII,  sec.  4. 
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TABLE  No.  10 

Annual  Appropriations  Required  to  Pay  Interest  and  Principal  of  Pro¬ 
posed  Bonds  and  of  the  Grand  Total  of  the  State  Debt  With  the  Addi¬ 
tion  of  the  Proposed  Borrowings 


Debt  for  Buildings  and 
Improvements  $100,000,000 

Debt  for 
State’s  share 
of  grade 

Grand  Total  for  Present  * 
Authorized,  and  Proposed  Debt 

Year 

If  25 
year 

bonds  are 
issued 

If  50 
year 

bonds  are 
issued 

crossing 

elimination, 

50  year 
bonds 
$75,000,000 

If  25 

year  bonds 
are  issued  for 
buildings  and 
improvements 

If  50 

year  bonds 
are  issued  for 
buildings  and 
improvements 

1926 . 

$16,108,330  78 
18,148,780  78 

$16,108,330  78 
17,948,780  78 

1927 . 

$775,000 

$575,000 

$287,500 

1928 . 

1,535,000 

1,142,500 

571,250 

20,394,230  78 

20,001,730  78 

1929 . 

2,280,000 

1,702,500 

851,250 

22,594,680  78 

22,017,180  78 

1930 . 

3,010,000 

2,255,000 

1,127, 500 

23,393,880  78 

22,638,880  78 

1931 . 

3,700,000 

2,775,000 

1,387, 500 

24,136,830  78 

23,211,830  78 

1932 . 

4,376,000 

3,288,000 

1,644,000 

24,862,280  78 

23,774,280  78 

1933 . 

5,038,000 

3,794,000 

1,897,000 

25,570,230  78 

24,326,230  78 

1934 . 

5,686,000 

4,293,000 

2,146,500 

26,260,680  78 

24,867,680  78 

1935 . 

6,295,000 

4,760,000 

2,380,000 

26,896,130  78 

25,361,130  78 

1936 . 

6,891,000 

5,220,500 

2,610,250 

27,515,330  78 

25,844,830  78 

1937 . 

6,759,000 

5,149,500 

2,837,250 

27,403,280  78 

25,793,780  78 

1938 . 

6,607,000 

5,078,500 

3,061,000 

27,267,980  78 

25,739,480  78 

1939 . 

6,465,000 

5,007,500 

3,281,500 

27,139,430  78 

25,681,930  78 

1940 . 

6,323,000 

4,936,500 

3,498,750 

27,007,630  78 

25,621,130  78 

1941 . 

6,181,000 

4,865,500 

3,712,750 

26,872,580  78 

25,557,080  78 

1942 . 

6,039,000 

4,794,500 

3,661,000 

26,371,783  78 

25,127,283  78 

1943 . 

5,897,000 

4,723,500 

3,609,250 

25,803,658  44 

24,630,158  44 

1944 . 

5,755,000 

4,652,500 

3,557, 500 

25,402,858  44 

24,300,358  44 

1945 . 

5,613,000 

4,581,500 

3,505,750 

24,895,808  44 

23,864,308  44 

1946 . 

5,471,000 

4,510,500 

3,454,000 

24,274,152  63 

23,313,652  63 

1947 . 

5,329,000 

4,439,500 

3,402,250 

23,819,581  74 

22,930,081  74 

1948 . 

5,187,000 

5,045,000 

4.368.500 

4.297.500 

3,350,500 

3,298,750 

23,418,781  74 
23,017,981  74 

22,600,281  74 
22,270,481  74 

1949 . 

1950 . 

4,903,000 

4,226,500 

3,247,000 

20,307,181  74 

19,630,681  74 

1951 . 

4,761,000 

4,155,500 

3,195,250 

20,002,881  74 

19,397,381  74 

1952 . 

4,219,000 

4,084,500 

3,143,500 

18,598,581  74 

18,464,081  74 

1953 . 

3,692,000 

4,013,500 

3,091,750 

17,235,531  74 

17,557,031  74 

1954 . 

3,180,000 

3,942,500 

3,040,000 

15,913,731  74 

16,676,231  74 

1955 . 

2,683,000 

3,871,500 

2,988,250 

15,333,181  74 

16,521,681  74 

1956  . 

2,201,000 

3,800,500 

2,936,500 

14,763,746  58 

16,363,246  58 

1957 . 

1,733,000 

3,729,500 

2,884,750 

14,188,885  62 

16,185,385  62 

1958 . 

1,279,000 

3,658,500 

2,833,000 

13,612,484  02 

15,991,984  02 

1959 . 

839 , 000 

3,587,500 

2,781,250 

12,763,392  73 

15,511,892  73 

1960  . 

1961  . 

1962  . 

1963  . 

1964  . 

1965  . 

1966  . 

1967  . 

1968  . 

1969  . 

1970  . 

1971  . 

1972  . 

1973  . 

1974  . 

1975  . 

413,000 

3.516.500 

3.445.500 

3.374. 500 

3.303.500 

3.232.500 

3.161.500 

3,090,500 

3,019,500 

2.948.500 

2.877.500 

2.806.500 

2.735.500 

2.664. 500 

2.593. 500 

2.522. 500 

2.451.500 

2.729.500 

2.677.750  . 
2,626,000 

2.574.250 

2.522.500 

2.470.750 

2,419,000 

2.367.250 

2.315.500 

2.263.750 
2,212,000 

2.160.250 

2.108.500 
2,056,750 
2,005,000 

1.953.250 

12,125,903  17 

10,811,177  27 
9,427,344  07 
8,304,918  61 
7,079,967  05 
6,047,386  66 

4,772,869  03 
4,047,796  51 
3,078,500  00 
2,995,150  00 
2,911,600  00 

2,828,050  00 
2,108,500  00 
2,056,750  00 
2,005,000  00 
1,953,250  00 

15,229,403  17 

14,256,677  27 
12,801,844  07 
11,608,418  61 
10,312,467  05 
9,208,886  66 

7,863,369  03 
7,067,296  51 
6,027,000  00 
5,872,650  00 
5,718,100  00 

5,563,550  00 
4,773,000  00 
4,650,250  00 
4,527,500  00 
4,404,750  00 

*  This  column  is  made  up  by  adding  together  the  total  from  Table  9  and  the  amounts  required 
for  the  two  proposed  bond  issues  listed  above. 
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TABLE  No.  10 — ( Concluded ) 


Debt  for  Buildings  and 
Improvements  $100,000,000 


Y  EAR 


If  25 
year 

bonds  are 


If  50 
year 

bonds  are 


1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

1985 


issued 


issued 


$2 , 380 , 500 

2.109. 500 
1,856,000 
1,590,000 

1.341.500 

1.100.500 

866.500 

639.500 

419.500 

206.500 


Grand  Total  for  Present  * 
Authorized,  and  Proposed  Debi 


Debt  for 
State’s  share 
of  grade 
crossing 
elimination, 
50  year 
bonds 
$75,000,000 


$1,901,500 

1.749.750 

1.601.750 
1,457,500 
1,317,000 

1,180,250 

1,047,000 

917.250 
791,000 

668.250 


If  25 

year  bonds 
are  issued  for 
buildings  and 
improvements 


$1,901,500  00 

1.749.750  00 

1.601.750  00 
1,457,500  00 
1,317,000  00 

1,180,250  00 
1,047,000  00 

917.250  00 
791,000  00 

668.250  00 


If  50 

year  bonds 
are  issued  for 
buildings  and 
improvements 


$4,282,000  00 
3,859,250  00 

3.457.750  00 
3,047,500  00 

2.658.500  0 

2.280.750  00 

1.913.500  00 

1.556.750  00 

1.210.500  00 
874,750  00 


1986 

1987 

1988 

1989 

1990 


548.750 

432.500 

319.500 

209.750 
103,250 


548.750  00 

432.500  00 

319.500  00 

209.750  00 
103,250  00 


548.750  00 

432.500  00 

319.500  00 

209.750  00 
103,250  00 


*  This  column  is  made  up  by  adding  together  the  total  from  Table  9  and  the  amount  required 
for  the  two  proposed  bond  issues  listed  above. 


Total  Burden  with  Proposed  Debt 

The  total  annual  burden  for  debt  service  both  for  the  previously 
authorized  debt  and  for  the  proposed  issues  for  buildings  and 
improvements  and  for  the  elimination  of  grade  crossings  appears 
in  Table  No.  10  and  is  shown  in  the  chart  on  page  99. 

Effect  of  Permanent  Borrowing  Policy 

The  table  above  of  estimated  debt  burdens  for  future  years 
makes  no  allowance  for  the  authorization  of  further  borrowing. 
It  is  assumed  in  this  table  that  the  state  will  settle  down  after  the 
building  bonds  and  the  grade  crossing  bonds  have  been  issued  and 
pay  off  the  debt  without  borrowing  another  dollar.  As  has  been 
pointed  out  above,  this  is  highly  improbable,  though  the  state  did 
follow  such  a  policy  at  one  time  in  its  history.  If  the  state  has  now 
entered  upon  a  permanent  policy  of  borrowing  ten  million  dollars 
a  year  for  improvements,  this  will  have  a  marked  effect  upon  the 
future  debt  burden.  The  following  table  shows  the  cost  for  princi¬ 
pal  and  interest  of  borrowing  ten  million  dollars  each  year 
indefinitely,  provided  twenty-five-year  4  per  cent  bonds  are  issued. 
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TABLE  No.  11 


Requirements  for  Principal  and  Interest  Under  a  Permanent  Policy  of 
Borrowing  $10,000,000  Each  Year  (25  Year  Bonds,  4  Per  Cent  Interest) 


Year 

Interest 

Principal 

Total  debt 
service 

First . 

$400,000 

$400,000 

$800,000 

Second . 

784,000 

800,000 

1,584,000 

Third.. . . 

1,152,000 

1,200,000 

2,352,000 

Fourth . 

1,504,000 

1,600,000 

3,104,000 

Fifth . 

1,840,000 

2,000,000 

3,840,000 

Sixth . 

2,160,000 

2,400,000 

4,560,000 

Seventh . 

2,464,000 

2,800,000 

5,264,000 

Eighth . 

2,752,000 

3,200,000 

5,952,000 

Ninth . 

3,024,000 

3,600,000 

6,624,000 

Ten . . . 

3,280,000 

4,000,000 

7,280,000 

Eleventh . 

3,520,000 

4,400,000 

7,920,000 

Twelfth . 

3,744,000 

4,800,000 

8,544,000 

Thirteenth . 

3,952,000 

5,200,000 

9,152,000 

Fourteenth.  . . . 

4,144,000 

5,600,000 

9,744,000 

Fifteenth . 

4,320,000 

6,000,000 

10,320,000 

Sixteenth . 

4,480,000 

6,400,000 

10,880,000 

Seventeenth . 

4,624,000 

6,800,000 

11,424,000 

Eighteenth . 

4,752,000 

7,200,000 

11,952,000 

Nineteenth . 

4,864,000 

7,600,000 

12,464,000 

Twentieth . 

4,960,000 

8,000,000 

12,960,000 

Twenty-first . 

5,040,000 

8,400,000 

13,440,000 

Twenty-second . 

5,104,000 

8,800,000 

13,904.000 

Twenty-third . 

5,152,000 

9,200,000 

14,352,000 

Twenty-fourth . 

5,184,000 

9,600,000 

14,784,000 

Twenty-fifth . 

5,200,000 

10,000,000 

15,200,000 

Twenty-sixth . 

5,200,000 

10,000,000 

15,200,000 

Every  year  thereafter . 

5,200,000 

10,000,000 

15,200,000 

The  total  amount  of  debt  outstanding  after  this  policy  has  been 
in  operation  for  twenty-five  years  is  constant  at  the  figure  $130,- 
000,000,  because  from  that  point  on  serial  maturities  each  year 
on  the  twenty-five  issues  outstanding  are  exactly  $10,000,000, 
which  is  also  the  amount  of  the  new  bonds  issued.*  The  annual 
appropriation  required  to  sustain  such  an  indebedness  is  $15,200,- 
000  on  a  4  per  cent  basis. 

*  The  annual  maturity  on  each  $10,000,000  issued  is  $400,000,  that  is,  one 
twenty-fifth  of  the  total  amount  as  the  bonds  run  for  twenty-five  years.  When 
twenty-five  issues  are  outstanding,  the  instalments  will  be  twenty-five  times 
$400,000  or  $10,000,000. 
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It  is  not  possible  to  make  any  conjecture  with  regard  to  the 
burden  for  other  debts  that  may  be  incurred  under  the  new  policy 
of  debt  expansion.  The  next  decade  is  probably  taken  care  of, 
unless  waterpower  or  credit  enterprises  are  undertaken  on  a  large 
scale.  The  table  presented  above,  therefore,  represents  the  prob¬ 
able  total  state  debt  burden  for  the  next  decade.  Beyond  that 
period  it  is  not  safe  to  estimate  at  the  present  time,  nor  is  it 
necessary  from  the  standpoint  of  public  policy. 

The  Debt  Burden  and  the  Tax  System 

This  study  of  the  history  of  the  debt  of  the  state  of  New  York 
has  been  undertaken  by  your  committee  for  two  reasons.  In  the 
first  place  we  cannot  plan  for  the  future  development  of  the  state 
tax  system  unless  we  have  some  indication  of  the  demands  which 
will  be  made  upon  that  tax  system  during  the  next  ten  years.  In 
our  report  entitled,  State  Expenditures,  Tax  Burdens,  and 
Wealth,*  we  have  analyzed  the  general  trends  of  state  finance  and 
have  shown  that  it  is  reasonable  to  anticipate  that  the  total  cost 
of  state  government  in  1934  will  be  approximately  $230,000,000  if 
present  conditions  continue,  and  that  this  increase  in  expenditures 
and  taxes  will  be  matched  by  a  corresponding  increase  in  income 
and  wealth,  so  that  tax  burdens  then  will  not  be  proportionately 
larger  than  tax  burdens  at  the  present  time.  The  study  of  the 
state  debt  which  we  present  here  supplements  our  previous  report 
and  shows  that  the  annual  debt  burden  for  the  next  decade  will 
increase  from  $15,153,866  in  1925  to  some  $26,000,000  in  1934. 
This  is  somewhat  in  excess  of  the  general  estimate  based  upon  long 
time  trends.  The  new  debt  policy  will  in  ail  probability  require 
the  upward  revision  of  the  total  cost  estimate  to  some  $240,000,000. 
This  revision  is  probably  adequate  because  the  general  trend  of 
expenditures  makes  allowance  for  a  growing  improvement  pro¬ 
gram.  It  has  now  been  decided  to  finance  the  bulk  of  this  pro¬ 
gram  with  borrowings.  The  first  result  of  this  decision  is  to 
depress  tax  burdens  for  a  period  of  five  years  or  so,  and  then  to 
increase  the  burdens  by  the  amount  of  the  interest  on  the  bonds 
and  the  unpaid  principal,  and  by  the  amount  of  the  new  institu¬ 
tional  and  maintenance  expenditures.  The  new  program  of  bor¬ 
rowing,  therefore,  does  not  serve  to  upset  the  state  tax  system  by 
throwing  upon  it  any  immediate  large  burden.  With  the  antici¬ 
pated  growth  of  wealth  and  income  we  may  expect  that  the  present 
tax  system  of  the  state  of  New  York  will  be  adequate  for  the  next 
decade  to  sustain  the  growing  burdens  both  of  the  new  state  debt 
and  of  the  general  budget.  This  does  not  mean,  however,  that  the 
tax  system  is  not  in  urgent  need  of  revision  in  the  interests  of  a 
more  equitable  distribution  of  the  tax  burden.  It  simply  means 
that  our  taxes  are  sufficiently  productive  to  meet  our  probable 
needs. 


*  Legislative  Doc.  1926,  No.  68. 
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Future  Borrowing  Policy 

As  the  result  of  this  detailed  examination  of  the  history  of  the 
state  debt,  your  committee  has  two  definite  recommendations  to 
offer.  In  the  first  place,  we  recommend  that  provision  be  made 
for  a  capital  budget  which  shall  be  an  integral  part  of  the  general 
budget  and  budget  system  of  the  state.  It  is  of  the  utmost  impor¬ 
tance  that  the  plans  for  capital  expenditure  shall  be  laid  out  in 
advance  for  a  five  or  ten-year  period  and  that  these  plans  shall  be 
directly  related  to  the  budget  for  current  purposes.  Much  of  the 
difficulty  in  this  state  with  improvements  in  the  past  has  come  from 
the  lack  of  any  consistent  plan.  Not  a  few  projects  have  been 
started  and  abandoned  or  allowed  to  drag  along  because  there  was 
no  definite  plan,  in  the  first  place,  embracing  all  of  the  improve¬ 
ments  to  be  financed  over  a  period  of  years.  We  had  the  same 
difficulty  with  highway  construction  until  a  definite  program  was 
adopted  which  has  been  followed  year  after  year.  Some  indi¬ 
viduals  have  thought  that  such  plans  cannot  be  worked  out  unless 
bond  funds  are  available.  This  is,  obviously,  a  mistake.  In  fact, 
lack  of  planning  has  been  evident  with  some  bond  issues  as  well. 
With  the  establishment  of  a  sound  state  budget  plan,  it  should 
not  be  difficult  to  provide  for  a  businesslike  handling  of  the  con¬ 
struction  program. 

Our  second  recommendation  has  to  do  with  financial  policy. 
When  a  capital  budget  system  is  put  into  operation,  as  we  have 
recommended  above,  we  would  urge  that  state  swing  over  gradu¬ 
ally  to  a  policy  of  paying  for  all  recurring  annual  expenditures 
for  permanent  improvements  and  investments  from  current  reve¬ 
nues.  If  such  a  policy  can  be  put  into  operation  gradually  during 
the  next  ten  years,  we  shall  be  in  a  position  to  continue  after 
1935  without  borrowing  funds  for  lands,  buildings,  and  other 
usual  improvements.  Under  this  plan,  the  bulk  of  the  $100,- 
000,000  bond  issue  will  be  used  for  catching  up  on  the  building 
program  of  the  state.  This  was  the  basis  on  which  the  bond  plan 
was  approved  by  the  voters.  Under  the  circumstances  we  should 
not  reduce  the  annual  appropriations  from  current  revenues  for 
permanent  improvements  below  the  normal  level  of  past  years.  If 
such  a  reduction  is  made,  it  will  mean  that  the  new  borrowed  funds 
are  being  used  to  pay  the  regular  expenditures  for  capital  improve¬ 
ments  and  not  to  catch  up  on  items  neglected  during  the  war 
years  and  since  that  time.  The  $100,000,000  was  for  the 
1  ‘  emergency  ’  ’  and  our  suggestion  is  that  it  be  used  only  for  the 
‘  ‘  emergency.  ’  * 
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